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OPERATIONS OF FNMA WITH RESPECT TO GUAM AND 
HAWAI 


THURSDAY, JUNE 11, 1953 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman 
of the committee) presiding. 

Present: Congressmen Wolcott, Talle, McDonough, Widnall, Betts, 
D’Ewart, Mumma, McVey, Hiestand, Spence, Brown, Patman, Multer, 
Deane, O’Brien, and Bolling. 

The CHairman. The committee will come to order. 

We are met this morning to consider Senate Joint Resolution 71, 
House Joint Resolution 242, and S. 1376. 

(The bill and joint resolutions are as follows :) 


{S. 1376, 83d Cong., 1st sess.] 


AN ACT To amend section 503 of the Act entitled “An Act to expedite the provision of 
housing in connection with national defense, and for other purposes,” approved October 
14, 1940, as amended 
Be it enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That section 503 of the Act entitled “An Act 

to expedite the provision of housing in connection with national defense, and for 
other purposes”, approved October 14, 1940, as amended, is further amended by 
inserting after the words “during the present war” the following: “and prior to 
such date thereafter as shall be determined by the President”. 
*assed the Senate May 6, 1953. 
Attest: J. MARK TRICE, 
Secretary. 


[H. J. Res. 242, 83d Cong., 1st sess.] 


JOINT RESOLUTION To extend certain authority of the Federal National Mortgage 
Association and the Federal Housing Administration to Guam and Hawaii 

Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2 (b) of Publie Law 52, Bighty- 
first Congress, is hereby amended by inserting the figure ‘‘(1)” immediately 
prior to the words “may be offered to the Federal Mortgage Association” and 
by adding the following before the period at the end of section 2 (b): “, and (2) 
may be offered to the Federal National Mortgage Association for purchase if 
such loans are secured by property located in Guam or Hawaii and insured under 
any of the provisions of the National Housing Act, as amended”. 

Sec. 2. Section 214 of the National Housing Act, as amended, is hereby 
amended by inserting the words “or Hawaii” after the word “Guam” in each of 
place where it appears therein. 
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[S. J. Res. 71, 838d Cong., 1st sess.] 


JOINT RESOLUTION To extend certain authority of the Federal National Mortgage 
Association to Guam and to amend the National Housing Act with respect to housing 
in Alaska 
Resolved by the Senate and House of Representatives of the United States of 

America in Congress assembled, That section 2 (b) of Public Law 52, Eighty-first 

Congress, is hereby amended by inserting the figure “(1)” immediately prior to 

the words “may be offered to the Federal National Mortgage Association” and 

by adding the following before the period at the end of section 2 (b):“, and (2) 

may be offered to the Federal National Mortgage Association for purchase if such 

loans are secured by property located in Guam and insured under any of the 
provisions of the National Housing Act, as amended.” ; 

Sec. 2. Section 214 of the National Housing Act, as amended, is hereby 
amended 

(1) by striking from the last sentence of said section the words “Upon 
application by the mortgagee,” and inserting in lieu thereof the words: 
“Upon application by the mortgagee (1) where the mortgagor is regulated or 
restricted pursuant to the last sentence of this section or (2)”; and 

(2) by adding the following new sentence at the end of said section: 
“Without limiting the authority of the Commissioner under any other provi- 
sion of law, the Commissioner is hereby authorized, with respect to any 
mortgagor in such case (except where the Alaska Housing Authority is the 
mortgagor or mortgagee), to require the mortgagor to be regulated or 
restricted as to rents or sales, charges, capital structure, rate of return, and 
methods of operation to such an extent and in such manner as the Commis- 
sioner determines advisable to provide reasonable rentals and sales prices 
and a reasonable return on the investment.” 

Passed the Senate May 6, 1953. 

Attest: 

J. Mark Trice, Secretary. 

The Cramman. We have with us our distinguished colleague, Mr. 
Cole. We are very glad to have you back with us, Mr. Cole. 

If it is agreeable with the committee, we will take up Senate bill 
1376 first. I doubt if it will be necessary to have any other testimony 
than offered by Mr. Cole on this. 

Would you care to discuss 8. 1376, Mr. Cole ? 

Mr. Core. Yes, Mr. Chairman. 


STATEMENT OF HON. ALBERT M. COLE, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY, ACCOMPANIED BY B. T. FITZPAT- 
RICK, DEPUTY ADMINISTRATOR AND GENERAL COUNSEL 


Mr. Core. Returning to old scenes brings about some nostalgic 
memories. This committee has always been extremely kind to me 
and I am sure that this treatment will continue. I have had a great 
and stimulating experience as a member of this committee, and very 

reat admiration, of course, for the chairman, and all the other mem- 
am of the committee. 

The Cuairman. Of course, you understand each witness coming 
down here as a bureaucrat has to be initiated. ; 

Mr. Core. Frankly, Mr. Chairman, that is what concerns me. 

However, I may say it is quite interesting to be on this side of the 
table, and I am enjoying it. 

S. 1376 would amend title V of the Lanham War Housing Act. It 
would the Housing Agency's authority to continue same 
preference for admission to Lanham Act housing to persons who enter 
military service after July 1, 1953, as those who ‘entered military serv- 
ice prior to that date. ; 
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The reason for this amendment—this clarifving legislation—Mr. 
Chairman, is by reason of the fact that there are certain technical 
legal powers which e xpire as of that time. I don’t believe that I need 
to explain the various processes through which the act expired and 
then was extended, but the Korean war veterans now have the mght 
and the privilege of entering the Lanham Act houses. But that will 
expire on July 1, 1953; that is, those who enter military service after 
that date would not be regarded as veterans and would not be eligible 
for admission. It would seem proper and right that the Congress con- 
sider passing this amendment to give those veterans who enter the 
service after July 1, 1953, the same privilege that those who entered 
prior to July 1, 1953, are now receiving. 

Mr. Chairman, that is a very brief explanation of it, and is all that 
T have to say, unless you care to ask some quest ions. 

Mr. Parman. It doesn’t change the existing law at all? 

Mr. Corr. Not at all, Mr. Patman. 

Mr. Parman. Just postpones the expiration date ? 

Mr. Corr. Yes. May I say this: It postpones it, and, in addition 
to that, it does give the President authority to terminate it. 

Mr. Parman. He can cut it off? 

Mr. Corr. Yes. 

Mr. Parman. There is nothing in here about interest rates? 

Mr. Corr. No, sir. 

Mr. Parmwan. That is all. 

Mr. Core. If you are not familiar with what we generally term 
Lanham Act housing, I may say that these houses, as 1 know most of 
you are aware, are the World War IT houses built to house military 
personnel and workers in defense plants. 

The Cuarrman. This only apples to Lanham permanents? 

Mr. Corr. No; it would apply to temporaries as well. 

The CHairman. Are there many temporaries in use now ? 

Mr. Coir. Oh, yes, Mr. Chairman. 

Mr. Hiestanp. We are not building any more of them? 

Mr. Corr. No. As a matter of fact, we are under orders by the 
Congress to dispose of them. 

Mr. Mumoa. I was going to ask that question. What percentage 
of these Lanham Act houses are being torn down ? 

Mr. Core. I do not have the figures. 

Mr. Mumma. They tore some down in my district, which I don’t 
quite agree with, but they got a third of the tenants out before I heard 
about it. 

Mr. Corr. I understand your problem, and I will be glad to furnish 
for the record the percentage being torn down, but may I add this, 
which I think is important: The Congress has decided, and we are 
directed, to dispose of the Lanham Act houses as quickly as possible, 
and may I say to you here that is my objective, because I have been so 
directed, and we will dispose of them very rapidly. 

The purpose being, of course, to get the Government out of the 
housing business. 1 know what your problem is in each locality, 
because then you must find a place to relocate these families. We do 
attempt to do it in an orderly fashion so that there will not be a great 
disruption of the family life, but, on the other hand, we have the 
requirement and the direction to do so. 
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I have these figures here. We started with about 800,000 units, 
that is Lanham permanents and temporaries, and there are now about 
200,000 to 250,000 units remaiming. 

Mr. Mumna. Well, my 75 or 50 are not a great deal. 

Mr. Coie. Well, it is quite a problem in your own locality. I know 
that. But I want to say very clearly that we are proceeding and will 
proceed unless told to the contrary, to speedily dispose of these houses. 

Mr. Mumma. One thing that struck me as funny in the directive 
was that you proceed to collect as much of the delinquent rent as 
possible. 

Mr. Corr. Yes; that is true. 

Mr. Hiesranp. Will the gentleman yield? 

Mr. Mum™a. Yes. 

Mr. Hiesranp. You are not criticizing him, are you? 

Mr. Mumma. No, but my opinion was that our housing authority 
was more interested in getting new units rather than keeping units 
for which there is demand. 

Mr. Core. I think this committee is very familiar with the fact 
that when you build a temporary house, it is very difficult to dispose 
of it and to tear it down, and the temporary house thus tends to 
become a permanent part of the housing supply of the community. 
Then all of the problems of maintenance, management, and disposi- 
tion arise. They are many and complex. But we have that direc- 
tive from the Congress, and I feel that we should follow it. Congress 
has said so. 

Mr. Mumma. Well, if a third are already gone it is a poor time to 
try to stop it. 

Mr. Cote. May I say this, Mr. Chairman: I personally, since taking 
this assignment, am deeply concerned about the management and 
disposal of Lanham Act housing. One of these days we may wish 
to come up here, possibly, with some of our ideas on this disposal 
problem. It is a very difficult, very complex one, and perhaps we 
would like to discuss it with the committee. 

The Crarrman. Are there further questions of Mr. Cole? 

Mr. Berrs. Mr. Chairman ? 

The Cuamman. Mr. Betts. 

Mr. Berts. I wanted to ask Mr. Cole one question. 

Mr. Cole, this is apparently intended to fix a termination date on 
the act; is that correct ? 

Mr. Cote. Yes. Well, this is to extend the termination date, and 
fix a time when the authority would be terminated. 

Mr. Berrs. Suppose the President found, later, that it needed to 
be extended further, would he have the right to extend it further? 

Mr. Coir. No; he has the right to terminate, but not to extend it. 

Mr. Berrts. So once he fixes a date that is final; is that correct? 

Mr. Corr. Let me refer you to our counsel. 

Mr. Frrzpatrick. Does your question run to the termination dates 
to admit anyone to occupancy ¢ 

Mr. Coir. Do you mean individual people ? 

Mr. Berrs. No; the act itself. 

Mr. Mumma. There is no termination date on it. It runs until the 
President terminates it. 

Mr. Frrzparrick. This bill relates only to eligibility for admission 
to occupancy. It does permit the President to terminate the date 
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when persons who go into the service would be regarded as veterans 
eligible for admission. 

The termination dates as to the times for admitting people to occu- 
pancy—that is, stopping intake—of issuing eviction notices, and tear- 
ing the temporary housing down, are already fixed in the act, and the 
President does now have discretion, with respect to those dates, 

Mr. Brerrs. Now, the d: ate fixed here is what / 

Mr. Firzparrick. The date fixed here is simply the date for deter- 
mining which people who enter the service are eligible as veterans to 
occupy any of this housing that is available for occupancy. 

Mr. Berts. Once it is fixed, then. can he change that date? 

Mr. Frreparrick. This simply extends that date and authorizes 
the President to fix the date when it shall stop. It gives the Presi 
dent the authority to prescribe the termination date. 

Mr. Berts. One date? 

Mr. Firzparrick. Yes. 

Mr. Berts. So if there had to be a change there again, there would 
have to be another amendment to the act ? 

Mr. Firzrarrick. If the President were to exercise the power and 
say that “X” day is the date for termination, it would take congres- 
sional legislation to ever open it again. 

Mr. Berts. That is what I was interested in. 

The CrnatrmMan. Are there further questions of Mr. Cole on this 
bill? 

If not, we will proceed to consideration, together, of Senate Joint 
Resolution 71, and House Joint Resolution 242, introduced by the 
Delegate from Hawaii, Mr. Farrington. 

Mr. Parman. Mr. Chairman, it occurs to me we might report 
S. 1376 out. 

The CuarrMan. I am afraid there is not a quorum. 

Mr. Parman. I don’t think anybody would raise any objection. 

The CoatrMan. Well, 1 think we had better proceed with considera- 
tion of the two joint resolutions at this time, Mr. Patman, and if there 
is no objection we will consider them together. 

Mr. Cote. Mr. Chairman, I want to direct my comments, first, with 
respect to Senate Joint Resolution 71, which is a joint resolution, and 
which would place Guam in the same position that Alaska now oecu- 
pies with respect to the Federal National Mortgage Association take- 
outs. By that I mean, section 1 of this resolution would permit the 
Federal National Mortgage Association to issue prior commitments 
for mortgages on FHA-insured houses, loans, in Guam. 

The purpose of the section and the amendment is to provide housing 
for military, for people from the United States who have moved to 
Guam, and also for the natives of Guam. In other words, it does 
permit FNMA takeouts for all FHA-insured houses which are built 
in Guam. 

The basic reason for the amendment is the difficulty experienced by 
builders in Guam in securing financing. One builder is now ready, 
I understand, to commence his operations. He has purchased some 
49 acres of land and is now prepared to build. 

Another one has some plans in progress for building houses. 

The best information we can obtain is that financing is just not 
available for even FHA-insured houses in Guam, unless FNMA will 
issue a prior commitment and purchase these loans. 


I 
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As this committee is well aware, Guam was an important strategic 
area in the past, and we recommend the adoption of the amendment. 

I have here, Mr. Chairman, a letter to you describing a letter from 
the Bureau of the Budget with respect to this, and they state that they 
would favor the enactment of this substitute resolution. 

Section 2, on page 2, has to do with Alaska and the housing program 
there. 

Under the present program, and under the present law, the Alaska 
Housing Authority has authority to make loans for houses in Alaska. 
There are certain privileges provided for owner-occupants of homes. 
They are able to obtain a lower down payment. In other words, they 
can secure a 95-percent-insured loan, if they secure the loan from the 
Alaska Housing Authority. This amendment would permit other 
lenders to make loans in Alaska on the same basis on which the Alaska 
Housing Authority is now permitted to make a loan. By that I mean, 
a given bank or a given mortgage company cannot now secure the 
same favorable terms as are provided by law, which the Alaska Hous- 
ing Authority may extend. This would permit private lenders to 
have the same privilege. 

Again, this is also recommended by the agency. 

Returning to Guam, there have been no loans insured there by FHA. 
An office has just been set up. 

The CHamman. That provision is not contained in Mr. Farring- 
ton’s bill, House Joint Resolution 242 7 

Mr. Corr. No, the provision in the Senate resolution with respect to 
Alaska is not contained in the other bill. 

Does the chairman prefer that I comment on Delegate Farrington’s 
bill at the same time ¢ 

The Cuamman,. I think it would be advisable to have it at this point 
in the testimony. 

Mr. Coie. Delegate Farrington’s bill, House Joint Resolution 242, 
would do exactly the same thing for Hawaii that section 1 of Senate 
Joint Resolution 71 would do for Guam. In other words, it permits 
FNMA takeouts for all FHA-insured loans made in Hawaii. 

I think I should read this last paragraph of the Bureau of the 
Budget’s letter in connection with it: 

In view of the relatively greater need for special housing in Guam than in 
Hawaii, the Bureau of the Budget would favor enactment of the substitute 
resolution, 

By that, the Bureau means this: When Senate Joint Resolution 71 
was originally considered by the Senate, it was then designated as 
Senate Joint Resolution 26, and did include Hawaii as well as Guam. 
The Senate struck Hawaii from Senate Joint Resolution 26 and 
passed Senate Joint Resolution 71, excluding Hawaii. 

That is all Thave, Mr. Chairman. 

Mr. Brown. Why haven’t Guam and Hawaii had this privilege be- 
fore now? 

Mr. Corr. I think I should speak to them separately, but they have 
somewhat the same problems. 

I would say, on the basis of what information I have, that, with ref- 
erence to Guam, there hasn’t been much need for housing to be built 
out there, Mr. Brown, up until we began to build it up as an outpost, 
and people from the States moved in, and the military began to re- 
activate it or expand it. It would seem to me that is particularly 
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the reason in the case of Guam. And the natives of Guam, 1 think, 
became United States citizens under the organic act passed, I believe, 
In 1950. 

Mr. Brown. But that is not the same situation in the Hawaiian 
Islands. 

Mr. Coir. No, it is not. I] Suppose the only reasol they haven't had 
it is because Congress hasn’t felt the need for it. just like any other 
legislation. It is for Congress to determine whether or not there 
isa need in Hawaii and in Guam. 

I understand, further, that there is some suggestion that Puerto 
Rico could be included. 

May I make more definite this question, Mr. Chairman. The ques- 
tion is a financial one, based upon the need and whether or not it is 
important that we give the people of these areas, the builders of these 
areas, the opportunity to get quite an advantage in building, quite 
an advantage in financing their building. That is the whole issue. 

Mr. O'Brien. Mr. Chairman. 

The Cuamman. Mr. O’Brien. 

Mr. O’Brien. Is the theory of this to accommodate military per 
sonnel or people sent over there by our Government ‘ 

Mr. Coir. Let me say this: It is a primary reason, but if I would 
indicate to you that was the only reason that would be incorrect, be- 
cause it permits the insuring of all FHA-built houses. In other words, 
military civilians in and out of military or defense installations. It 
permits the takeout of all FHA-insured housing. But if we didn’t 
have a military need for it in Guam, I am not sure the bill would 
be before you. 

Mr. O’Brien. Well, it is mainly for military personnel or civilians 
employed by the Government ¢ 

Mr. Coir. Did you say primarily ‘ 

Mr. O’Brien. Well, mainly. 

Mr. Corr. Yes, that is true. There isn’t any question about that. 

Mr. O’Brien. Well, what is the residue for / 

Mr. Core. There are civilians there, Mr. O’Brien. 

Mr. O’Brien. Not connected with the Government ‘ 

Mr. Coie. Well, yes, a few. In Guam. Of course, in Hawaii, 
naturally there are a lot of civilians there not connected with the 
Government. 

The CHarrmMan. Doesn't vour agency take a position agsinst the in- 
clusion of Hawaii? 

Mr. Coir. We take this position, Mr. Chairman, that the Bureau 
of the Budget favors the substitute resolution, and Tam not in a posi- 
tion to recommend the inclusion of Hawaii. I frankly have not, or 
the agency has not, I should say, had under consideration House Joint 
Resolution 242, for the purpose of recommending or rejecting its ap- 
proval, because the Bureau has suggested the amended resolution. 

I think I should say a little more about it, as long as the chairman 
has asked the question. I think there is a decided distinction between 
Hawaii and Guam, and if you are asking me my personal opinion, I 
do not have sufficient facts—I want to be as frank with you as T ean— 
I do not have sufficient facts to indicate to me that finaneing in Hawaii 
is so tight and so difficult to secure, that we should treat Hawaii dif- 
ferently than the United States, for example. It may be true, but I 
personally do not have that information. 
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Mr. Mumma. That is a point I would like to make. Hawaii is cer- 
tainly a better risk. I have never been to either place except in the 
movies, but Hawaii is certainly a better risk, with all the agricultural 
products produced there. I was wondering, and speaking of Guam, 
would most of this activity in Guam be rental housing ? 

Mr. Corr. Iam informed that most of it would be. 

Mr. Mumma. That was my point. The length of service is sort 
of too indeterminate to anybody to buy a house over there unless they 
can get the Government to put all the money in it. 

Mr. Coir. They will buy some houses. 

Mr. Mumma. Well, would you say the percentage of the loan would 
be 95 percent ? 

Mr. Corr. In the lower values, yes. Seven or eight or nine thou- 
sand dollars. 

Mr. Mumma. That is a pretty good house over there, isn’t it? 

Mr. Coie. Their costs are high. 

Mr. Mumma. I wanted to ask, too, what type of construction would 
this be, generally! Frame? Masonry? 

Mr. Coir. I think it would be frame, generally, for single-family 
housing. ‘That is a guess on my part, but IT would assume it would 
be frame. Rental projects would generally be masonry, I assume. 

Mr. Mumma. The way things mildew and rust in that territory 
I would say that 95 percent guaranty is a good bit—too much—be- 
‘ause, as vou know, the value of the land, if it can be raised a certain 
percentage over what it is actually worth, enables a man to build a 
house without a nickel in it, or approaching that point; have you 
found that? 

Mr. Coxr. I haven’t personally found it. 

Mr. Mumma. I haven't been there, but I can see easily where the 
value of land over there would be very unstable. If a man could get a 
good appraisal, he could go out there and probably get money out of it. 

Mr. Coie. The committee recognizes from my statement that I am 
not personally familiar with Guam, and am not an expert on it at all, 
so I can’t enter into a discussion about that. I don’t know. IT am 
just giving you what information I have. 

Mr. Mumma. Would you know if you could get war-risk insurance 
there, against bombing ? 

Mr. Core. I think not. 

Mr. Mumma. I would like to see some legitimate housing built. 

Mr. Cote. Well, I think it is necessary, Mr. Mumma. 

Mr. Mumma. But I hate to see a 95-percent guaranty. 

Mr. Cote. There are many 95-percent-insured homes. 

Mr. Mum™a. Sure, and I am in favor of it here where we have a 
more stable situation, and you will have to admit that it would be 
more stable here than there. 

Mr. Coie. Oh, I think definitely it is more stable in the United 
States than in Guam. There isn’t the slightest question about that. 

Mr. Mumma. And I would say Hawaii would be pretty near as 
stable, notwithstanding Pearl Harbor. 

[I am for it, but I hate to see it go through on the basis of 95 per- 
cent, because I have seen too much of it done right here in the United 

States, where the valuation of land lets a fellow have all his costs 
and then some. He is not taking any chance. 
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And one more thing: The type of housing, to my mind, is a very 
important part. 

Mr. Cote. There is no question about it. 

Mr. Mumma. I wouldn't be in favor of it for wood. There is plenty 
of sand over there, and they can use cement. And I don’t own any 
stock in any such company. 

Mr. McDonoven. Is your doubt of stability as to the stability of 
financing the project, or the stability of its existence / 

Mr. Mumma. Well, I would say both. If it is a sale proposition, 
I think it is very unstable, because the man doesn’t have very much 
in it, and it will change hands whenever the fellow changes his job. 
If it is a rental proposition, and there is someone responsible for the 
whole thing, he can rent it just as it is rented here in the United States. 

Mr. McDonoveu. So far as the physical stability of the building 
is concerned, I doubt if there would be much more risk there than in 
areas struck by hurricanes here in the last couple of weeks. 

Mr. Mumma. I wouldn't go into that angle. 

Mr. McDonoveu. So far as financial stability is concerned, the 
responsibility would rest largely with the individual contractor that 
is assuming the risk, plus the insurance of the Government for the loan. 
But so far as mileage of this project is concerned, I am informed there 
is demand for some $15 million of this kind of construction right now 
in Guam. 

Mr. Mumma. I wouldn't doubt it. I would agree with you. But if 
aman puts 5 percent of his own money into a place, he doesn’t have 
much stability. And under that setup he will go through all the items 
of cost and get that 5 percent out of it, too. 

Mr. Core. I think I should point out that a builder is eligible for 
not more than an 85-percent-insurance loan. The owner occupant is 
the only one who has the opportunity of securing a 95-percent insur- 
ance. Also, on the rental housing, the insurance ranges lower— 
roughly 86 to 90 percent. 

Mr. Mumma. It would be halfway between 85 and 95, then. The 
man building still wouldn’t have much risk. 

Mr. Corr. Oh, I think when you get a 95-percent-insured loan to 
the builder he doesn’t have much risk. I would certainly agree with 
that. 

Mr. Mumma. We have room for a lot of those in America here, for 
people who have good steady jobs with corporations. ‘They can do 
everything except get over that hump of downpayment. Just like 
the Home Owners’ Loan. Many people were able to make the down- 
payment. I think that is probably the solution to our public-housing 
problem. 

Mr. Muuver. Mr. Chairman. 

Mr. Cole, the thought going through my mind is whether or not, 
instead of extending the program—lI don’t mean that any of our Terri- 
tories should be excluded from the program if the program is con- 
tinued, but rather than thinking in terms of continuing or broadening 
the program shouldn't we be thinking of ending the program? In 
other words, the Government has now proved that insurance of mort- 
gages is a very profitable and good business. Isn’t it high time that 
we turned it back to private enterprise and let the building and lending 
industries of the country get together with the insurance industry of 
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the country and do their own insuring of these mortgages privately 
and for private gain / 

Mr. Coie. Are you directing your interest to Guam ¢ 

Mr. Murer. No: tothe entire FHA and FNMA program. Should 
not the Government start getting out of that business? For many years 
private insurance companies of this country have done very well 
writing all kinds of credit insurance. Mortgage insurance is credit 
insurance. The Government has demonstrated that that business can 
be done very profitably, because the Government has earned a substan- 
tial profit in that business. Isn't it high time that private enterprise 
stepped in and took it over ¢ 

Mr. Coir. Well, of course, Mr. Multer, you are raising a very fun- 
damental and important question, with which I am personally very 
much interested. I think this committee knows that I believe that 
Government should not supplant private industry, and that I believe 
that Government has certain responsibilities to assist private industry. 
If we could start all over again, and if—and these are big “ifs”—if 
the atmosphere and the economic picture were such that we felt it could 
be done, L personally would like to go back to private industry. I 
think that decisions made by Government affecting the business opera- 
tions of either home builders or the places where people live, and how 
they live, cannot supplant the wisdom, the judgment, the freedom of 
choice of the people who want homes and of private industry. That is 
miy basic statement. 

If you ask me whether I believe that we should look now to abol- 
ishing FHA, the answer is “No.”  Detinitely “No.” I don’t see it ia 
the picture. 

The Cuairman. Mr. Multer, if that question indicates your feeling, 
we would be very glad to have you sit over on the other side of the 
aisle, 

Mr. Muurer. Mr. Chairman, I am very happy that you are ready 
to adopt me, because for more than 2 years I have been saying that 
the mortgage-insurance business should be turned over to private 
industry. 

Mr. Brown. Did I understand the gentleman to say that he is 
against termination of FHA‘ 

Mr. Corr. Yes. 

Mr. Brown. I certainly want to congratulate you, Mr. Cole. 

The Cuarrman. Are there further questions of Mr. Cole on these 
joint resolutions ¢ 

You will be available for further questioning, Mr. Cole, if we 
need you ¢ 

Mr. Coie. Yes, sir. 

The CHainman. Weare very glad to have your views. 

Mr. Farrington, we are very happy to have you here this morning. 
You may proceed on these resolutions and the bill before us. 


STATEMENT OF HON. JOSEPH R. FARRINGTON, A DELEGATE IN 
CONGRESS FROM THE TERRITORY OF HAWAII 


Mr. Farrineron. Mr. Chairman, I am Joseph Farrington, Delegate 
to Congress from Hawaii. 


MISCELLANEOUS HEARINGS 

The committee has before it for consideration this morning Senate 
Joint Resolution 71 and House Joint Resolution 242. Senate Joint 
Resolution 71, as originally introduced in the Senate, included Hawaii. 

The Senate Committee on Banking and Currency reported the bill, 
and it was passed by the Senate in the amendment form, because of 
the absence of informed testimony on the housing situation in the 
Territory of Hawaii. 

House Joint Resolution 242, which I introduced, would extend the 
provisions of this legislation to Hawaii as originally proposed. 

Section 1 of House Joint Resolution 242 is identical with section 
1 of Senate Joint Resolution 71, excepting that in line 10 the words 
“or Hawaii” are added to the Senate bill. 

Section 2 of the Senate bill applies solely to a problem in Alaska. 

Section 2 of House Joint Resolution 242 provides only the words “or 
Hawaii” shall be inserted after the word “Guam” in each place where 
it appears therein. 

i request, therefore, that Senate Joint Resolution 71 be amended so 
as to incorporate in the measure the words “or Hawaii” in order to 
bring this ‘Verritory under the provisions of this section of the Senate 
bill. 

Development of adequate housing in Honolulu is being seriously 
impeded by the absence of adequate mortgage money. This problem 
can only be met by providing a secondary mortgage money market as 
proposed in this bill. 

The legislation is supported, therefore, by the Legislature of the 
Territory of Hawaii and leaders in the financial and real-estate busi- 
ness of Honolulu, who believe that the absence of a secondary mortgage 
money market is primarily responsible for the continued shortage of 
housing in Honolulu. 

The problem had its beginning during the period just prior to World 
War IL and the war itself, when an enormous number of civilians were 
introduced for work in the Naval and Military Establishments, and 
civilian construction of all kinds was postponed in order that all 
possible material and labor available could be concentrated on the war 
effort. 

Although the years following the end of the war saw a return of 
a considerable number of war workers to the States, the shortage of 
housing remains. In the meantime, a new influx of people has come 
with the rapid development of the tourist industry. 

I, therefore. recommend that this amendment to the Senate bill 
be adopted. 

I want tosay, Mr. Chairman, that I was very much surprised indeed 
to find that Mr. Cole, and the Budget Bureau, did not approve this 
roposed amendment, because the inclusion of Hawaii in this legis 
ation Was proposed originally by the very same ageney that he rep- 
resents, and came as a result of the recommendation of those in charge 
of the Federal Housing Administration in Hawan. 

They felt that it was vitally important to the welfare of the Ter 
ritory that the advantage of FNMA takeouts be extended to Hawaii. 
When the legislation was presented to the Senate the representative of 
the FHA gave the Senate committee some very serious misinforma- 
tion about the situation in Honolulu, the area with which we are 
primarily concerned, and because of the pressure to obtain action 
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on the Guam legislation the Senate committee decided to proceed with 
the reporting and the passage of the bill to include Guam, and sug- 
gested to me that—that is, the suggestion was made to me by Senator 
Ives, chairman of the Housing Committee, concurred in by Senator 
Capehart, that the best way to deal with this problem, in view of the 
information we subsequently presented to them, was to offer the leg- 
islation in the House and that this bill be amended to include Hawaii. 

I think it is important that you understand certain fundamental 
facts with respect to Guam and Hawaii that don’t seem to be weil 
established in the minds of some of the members of the committee. 

Hawaii is a Territory of the United States and incorporated into 
the Union. We differ from both Guam and Puerto Rico in that Guam 
and Puerto Rico are possessions, and have never been incorporated 
into the Union. 

Incidentally, we pay all the same taxes as a State, and the laws 
of Congress normally apply to Hawaii, unless otherwise ere 

The area of Hawaii is approximately that of Rhode Island and 
Connecticut combined. It is about 6,400 square miles, but most of the 
people of Hawaii are concentrated on the island of Oahu, which is 
governed as the city and county of Honolulu. That is an area of 
approximately 600 square miles—about 10 times the area of the Dis- 
trict of Columbia. 

On Oahu are situated all of the military establishments so important 
to the defense of this country. On Oahu also is located the city of 
Honolulu and something like 60 percent of our population. 

The island of Oahu is, like the other islands of Hawaii, very 
mountainous. The coastal plain is very limited. ‘The land on the 
coastal plain and the beaches is extremely valuable, because it is to 
the beaches that most people want to go. There is, therefore, because 
of the large tracts owned by the Government, and because of the 
great demand for land, a shortage of land, by the very nature of 
things. ‘The Housing Agency gave the Senate committee to believe 
that that shortage of land was the result of land monopoly. I think 
we have satisfied the Senate committee that such is not the case. 

I want to ask that the committee permit me to incorporate in my 
statement a letter to the Senate committee that covers that situation 
very fully. 

The Ciaran. Without objection, that may be done. 

Mr. Farrincron. Land costs in Hawaii for home-building purposes 
are very high because the cost of land development is very high. That 
is the result of the terrain, the fact that a large part of our housing 
is on the sides of mountains and in valleys, where the construction of 
utilities is very expensive. 

Practically all of the building material that we use is imported, 
despite the tact that we don’t require heating, we have to pay higher 
costs for our building materials. The result is that the average eost of 
buiiding is about 14 percent higher. 

The objection in the Senate to the legislation came largely from the 
allegation that the high land costs were the result of monopoly. The 
truth of the matter is that this legislation would not help the large 
landholders—of which the United States Government is the largest 
but it would help the small-home owners. 
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I want to comment briefly on the situation in Guam, because I don't 
think that it has been made clear to the committee just what we have 
on Guam. I have been there a number of times, and am fairly well 
informed about it. 

Guam is 2,000 miles beyond Hawaii. And, incidentally, it is about 
1,600 miles to the northwest of Tokyo. Guam is a single island with 
an area of 200 square miles. One hundred of those square miles are 
held by the United States Government for defense purposes. The 
population of Guam is approximately 75,000, and of that number less 
than 30,000 are native Guamanians. 

The great bulk of people are military and naval personnel, and 
civilians who have been brought in there for construction purposes. 
The only industry in Guam is national defense. 

It seems clearly evident to me that the justification for extending 
this legislation to Guam can be found very clearly on the dependence 
of that area on the military and naval operations alone. 

The base of this country’s defense in the Pacific, however, is still 
in Hawaii. Admiral Radford exercises his command from head- 
quarters near Pearl Harbor. 

There has been considerable retrenchment since the conclusion of 
World War II, but in addition there has been some expansion. The 
United States Marines have established, on the Mokapao Peninsula, 
the only permanent overseas base that is maintained by the United 
States Marines for a regimental combat team. 

There will be situated there something like 10,000 troops, including 
the air arm, and a number of other civilians. 

With the easing of the situation in Korea there will be stationed 
in Hawaii, unquestionably, a regimental combat team, or a division 
of the United States Army, at Schofield Barracks. 

The operations at Pearl Harbor are being maintained on a level 
which calls for the employment of something like 7,000 civilians. 
The United States Government employs in Hawaii close to 25,000 
mma sass en for military reasons. That is the permanent 
Military Establishment. That is, in fact, our largest industry al- 
though we are a great producer of sugar and the largest producer of 
pineapples in the world. 

Now, Mr. Chairman, I don’t want to extent my statement bevond 
that other than to answer questions. I want to say that this area is 
vitally important to the United States of America. It is probably 
the most strategically situated island area in the world. The short- 
age of housing has been a serious problem with the military authori- 
ties. Within the last 2 years they have undertaken 2 or 3 Wherry 
housing projects that will offer consider: able relief, but the over: all 
problem still remains, and this legislation will offer us relief, and I 
think is justified in view of the great interest of the National Govern- 
ment in the welfare of the community generally, in its relationship 
to the Defense Establishment. 

The Cnairman. Thank you, Mr. Farrington. 

Without objection, we will postpone the hearings temporarily on 
Senate Joint Resolution 17 and Senate Joint Resolution 242 and 
return to S, 1576. 

Is there objection to the reporting out of that bill and recommend 
ing that the chairman take such measures as are necessary to obtain 
consideration on the floor ? 
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Then, without objection, S. 1376 will be reported and the chair 
man will take such action as necessary to get consideration on the 
floor. 

Now, we will return again to consideration of Senate Joint Resolu 
tion 71 and House Joint Resolution 242. 

Are there questions of Mr. Farr ington ¢ 

Mr. McDonovenu. Mr. Chairman, 

The Cuatmman, Mr. McDonough. 

Mr. McDonoven. Mr. Farrington, in other words, vou have suid, 
as 1 understood you to say. that there is more justific ation for the 
extension of FNMA and FHA to Hawaii than there is to Guam / 

Mr. Farringros. No; didn’t mean to imply that, Mr. McDonough. 

Mr. McDonovait. Well, would you say that that is true, that there 
is more justification for it, because there are more people that would 
be benefited by it 4 

Mr. Farrineron. I think from that standpoint that would be true, 
though I do feel that there is probably an immediate reason for ex 
tending this legislation to Guam. My appearance here is not to prin- 
cipally support the legislation relating to Guam but to have it include 
Hawaii as originally proposed. 

Mr. McDonoven. Well, wouldn't more people benefit by it in 
Hawaii than in Guam ¢ 

Mr. Farrincron, There is no question about that. 

Mr. McDonover. And insofar as your knowledge of the areas con- 
cerned goes, you say the land on which these homes may be built is 
owned largely by private individuals, more than it is by any of the 
Big Five, so-called ¢ 

Mr. Farrineron. Of course. The Big Five is not a landowner 
anyway. The impression that has been given that the contrary is the 
case is completely wrong. 

What is known as the Big Five consists of 5 agencies that are 
responsible for the operation of the 28 or 29 plantations where Ha- 
Walian sugar is produced, and they hold relatively little land, and, in 
fact, lease a very considerable portion of the land that they operate 
from both the Government and from private landowners. 

The second largest landholder in Hawail, and one that holds close 
to 10 percent of all the land, is the Bishop estate. The Bishop estate 
is the land that was left by the last of the Kamihamia dynasty, in trust 

for the education of boys and girls of the Hawaiian race, and their 
holdings are very widespread, much of their land is very strategically 
situated. And their practice is to lease it and not sell it. 

The Bishop estate Easier raed our largest private landlord, but it is 
an eleemosynary institution, and the returns from that land are used 
fo maintain a very fine system of education. It is part of the heritage 
of the native Hawaiian people, and I think the enlightened people of 
Hawaii are not disposed to challenge the right of the Bishop estate to 
hold on to its land. 

In some instances they might surrender it, but, after all, in our 
country, the only asset we have is land, and a favorable climate, and 
an unusually strategie position. 

Mr. Would the gentleman vield ? 

Mr. McDonoven. Just one other question: How are the homes for 
the average individuals now financed 4 


MISCELLANEOUS HEARINGS 17 


Mr. Farrincron. They are financed privately. 

Mr. McDonoven. Building and Joan associations? 

Mr. Farrineron. We have loan associations, and all of the usual 
financial instrumentalities, but the banks in Hawai are loaned up to 
the limit on mortgages, 

Mr. McDonoven. Do any of the large mainland insurance com- 
panies have any? 

Mr. Farrineron. The insurance companies have been urged very 
strongly in recent vears to invest more of their funds in Hawaii, and 
there is a disposition now to do so. But they haven't put back nearly 
as much as they should. Their disposition is to invest their money 
in the United States. 

One of the advantages, for instance, that would come from state- 
hood would be to overcome that disposition not to invest money in 
Hawaii. 

Mr. McDonoven. What about the plantation owners? Do they 
provide housing for their workers? 

Mr. Farrincron. Some of them do. The disposition of the plant 
owners now is to provide their workers an opportunity to buy fee 
simp! e land and to construct their own housing. A great change is 

taking place in the whole system of housing, in the agricultural 
of the Territory. 

Mr. McDonoven. That is all. 

Mr. Muvrer. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Muurer. Am I not right in saying that a large part of Hawaii 
could be opened up to real-estate development if you were able to 
build a highway from one end of the island to the other? 

Mr. Farrineron. From the north to the south. The construction 
of one of those highways is in progress already, and the plans have 
been completed for construction of another, which would be a tunnel 
through this great range, the Kola Range, which you see back of 
Honolulu. 

Mr. Mcuvrer. That would open tremendous areas for development ; 
isn’t that right ? 

Mr. Farrineron. That is right. A large part of that area is 
undergoing development now, but the limitations of the present 
highway are blocking it. 

Mr. Murer. Thank you. 

Mr. Tauve. Mr. Chairman. 

The Mr. Talle. 

Mr. Tauir. What part of Hawaii is tillable, Mr. agree 

Mr. Farrineron. Well, it all depends on what you mean by the 
word “tillable.” 

Mr. May say, what part is under 

Mr. Farrineron. Less than 10 percent. Less than 10 percent is 
under cultivation now. A large part of our land, however, is in 
forest reserves, that is maintained very carefully and assiduously in 
order to protect our water supply. 

Mr. Tair. But you have a much greater potential than that; do 
you not 

Mr. Farrtrneron. I believe we have; yes, sir. And I think that 
experience is demonstrating that there are many products besides 
sugar and pineapple that can be produced profitably in Hawaii, 
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such as, for instance, the makabanyan nut, which is very popular 
at the present time. 

Mr. Spence. Has the housing situation in Hawaii improved in 
the last few years’ I was there in 1933 and the situation was very 
bad at that time. 

Mr. Farrtncron. I think it has improved some, Mr. Spence, but 
it is still estimated that there is a shortage of about 5,000 homes 
in Honolulu. 

The best information I can get from all of those engaged with 
this problem is that the bottleneck is in financing. That the banks 
are loaned up to the limit, and unless they can get more mortgage 
money the expansion of housing, and the development of new sm: all 
homes by private enterprise will almost come to an end. That is 
why everyone that I know of feels that this will be a very con- 
~tructive contribution to the meeting of that problem. 

Mr. Srence. Don’t you need improvement in the military housing 
as well? Housing on the military reservation there? 1 remember the 
commandant was very much exercised about the housing situation 
way back at that time. 

Mr. Farrington. That is right. The needs of the military for hous- 
ing are somewhat different than they were at that time. The Scho- 
field Barracks is unoccupied at the present time, and that is where 
they expect to put a division, once we start withdrawing our troops 
from the Far East. 

There have been these other developments, an especially long air 
field on the coastal plain on the southwest section of the Island of 
Oahu, where they put in some Wherry Act housing, and the develop- 
ments near Pearl Harbor where they have also put in Wherry Act 
housing, which will help to meet the problem of housing for the 
military. 

Mr. D’Ewarr. Mr. Farrington, you make your plea with respect 
to Hawaii based on the national defense. Are not the Wherry Act and 
others dealing with bea ary housing operative in these places? 

Mr. Farrineron. Yes, I just pointed out that housing used directly 
for military personnel has oe construed under the Wherry Act. 

Mr. D’Ewarr. Cannot the Wherry Act and similar acts take up the 
slack ¢ 

Mr. Farrincron. They don’t feel so at home, because the banks are 
loaned up to the limit on FHA mortgages. What they want to do is to 
release more money for civilian housing. 

Mr. D’Ewarr. The Wherry Act operates with private capital‘ 

Mr. Farrrneron. I understand that. 

Mr. D’Ewarr. Does the Hawaiian Homestead Act provide homes at 
all? 

Mr. Farrineron, Yes, under the Hawaiian Homestead Act the peo- 
ple who are of one-half of the native race are eligible for settlements 
on house lots, and for loans for the construction of homes. And that 
meets the needs of a very limited group of people, and not the popula- 
tion generally. 

Mr. D’Ewarr. Mr. Chairman, I think maybe my next question 
should be directed to the staff. 

There is already an Hawaiian and Guam National Mortgage As- 
sociation, and there is also an Alaska Housing Authority. Wouldn't 
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the extension of this act be a duplication? I think the staff could 
answer that better than Mr. Farrington. 

Mr. I’arrincron. The Hawaiian Housing Authority was created by 
the legislature of the Territory, and operates in cooperation with 
the Federal Government. ‘This doesn’t in any way interfere or add to 
its responsibilities. 

Mr. D’Ewarr. We also have the Alaska Housing Authority, and 
we have the Guam Federal National Mortgage Association. Now, it 
is proposed to cover the same areas with the National Housing Act. 
1 would like to know if that isn’t duplication. 

Mr. Havtanan. The Alaska Housing Authority. which operates 
in Alaska, has certain authorities, one of which is to make loans, 
which is peculiar to their functions in Alaska, under the National 
Housing Act. There is no such similar authority with respect to 
Guam or Hawaii. 

Mr. D’Ewarr. The title of the act is Federal National Mortgage 
Association of Guam. 

Mr. Hauianan. Yes: the Federal National Mortgage Association 
conceivably can and does operate in Alaska, and could operate in 
Guam and Hawan. Its authority to make precommitments to pur- 
chase mortgages, however, is limited to Alaska. 

Mr. D’Ewarr. Would it take an amendment to that act to have 
them operate in Guam and Hawaii? 

Mr. Hauitanan. Yes; in the same manner in which they operate 
in Alaska. 

Mr. D’Ewarr. Then, since they do operate in Alaska, would the 
extending of this act be duplication ¢ 

Mr. No, sir. 

Mr. D’Ewarr. Isn't the action then the extension of those privileges 
to those territories rather than the adoption of this resolution ¢ 

Mr. Hauianan. In effect that is what this resolution does, Mr. 
D’Ewart. 

Mr. D’Ewarr. Thank you. 

Mr. Deane. Mr. Chairman. 

The CHarrman. Mr. Deane. 

Mr. Deane. Mr. Farrington, how many veterans do yeu have ? 

Mr. Farrineron. We have between 35,000 and 40,000 veterans in 
Hawaii. 

Mr. Deane. Are they taking advantage of the veterans’ loan legis- 
lation ¢ 

Mr. Farrineton. Very much so, and the percentage of veterans who 
have been accommodated, however, is far below that in the United 
States, because they can’t get their loans financed. 

Mr. Deane. That is exactly the story in my State of North Carolina. 
Even with increased interest rates the banks are not moving into the 
market. 

Who would occupy this housing? 

Mr. Farrineron. A very considerable portion of it would be oe- 
cupied by veterans. This would relieve the whole housing situation. 
It would release more money in Hawaii for mortgage purposes, and I 
assume it would put the banks in the position to accommodate the 
veterans, as it would the other small-home owners. 

Mr. Dranr. What type of housing would it be? 
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Mr. Farrtneron. For the most part, it consists of single-family 
units, which are modest and within the limitations of FHA veteran 
loans. 

Mr. Draxr. Did T understand you in the beginning to indicate, Mr. 
Farrington, that during the Senate hearing the implication was made, 
ane one of the reasons the Senate bill was not extended to Hawaii was 
because of a land monopoly ¢ 

Mr. Farrineton. That is correct. That is the reason the Senate 
committee knocked Hawaii out of the bill. 

Mr. Deane. Was that put in through a witness? 

Mr. Farrincron. That was developed as a result of the incorrect 
testimony given the committee by Mr. Fitzpatrick of the Housing 
Agency under cross-exemination by Senator Douglas, and—— 

Mr. Deane. Would you read that testimony, please ? 

Mr. Farrieron. It is quite lengthy. 

Senator DovuGias. What is the most common type of loan? 

Mr. Green. That would be under title 9. 

Mr. Fotry. That is a special defense provision. 

Mr. Green, That is the one that goes to 8,100 for a 2-hedroom house. 

Senator DouGLas. Six thousand of that would be for the land? 

Mr. GrEen. Well, your land would vary. 

Senator Dovgias. I know but Mr. Foley read into the record a statement that 
in this particular project the estimated land costs were $6,000 for from 5,000 to 
10,000 square feet and would be on 5,000 square feet slightly less than an eighth 
of an acre, a 50-by-100 lot. Would that be included in that figure? 

Mr. GREEN. Yes, sir; that is not uncommon in the city of Honolulu. 

Senator Doveras. That would be included in your figure leaving $6,000 for 
actual construction ? 

Mr. Fitzpatrick. The maximum price for defense housing of $12,500 and $13,500. 

Senator DouGias, Of which $6,000 would be real estate? 

Mr. Firzparrick. Roughly around $4,500 would represent typical land costs, 
where it is to be owned. In other words, one-third. 

Senator Doveias. In other words, one-third. What is the ratio in this country 
of land costs? Land costs that exceed 10 percent are considered high. 

Mr. FirzpatrickK. Generally speaking, it would not be more than 10 or 12 
percent. 

Senator Ives. You are proposing from 30 to 50 percent? 

Mr. FirzpatricK. I am proposing, Senator, in Hawaii. It is there. I am not 
proposing it in Hawaii, Senator, it is there. 

Mr. Fortry. He is recognizing there the existing state of facts. 

Senator DovGLas. Who owns the land? 

Mr. Firzparrick. Most of the fee ownerships around Honolulu are owned by 
five big estates. 

That is completely erroneous. The Parker ranch is located on the 
island of Hawaii. 

Mr. Deane. How many acres of land do they actually own, those 
five groups? 

Mr. Farrtneron. I can’t break that down on the island of Oahu, 
where this problem exists. I can develop that information for you, 
but I can say to you that two of these groups, the Parker ranch and 
the Robinson estate are not even located on the island of Oahu, and 
that the land owned by the pineapple company is a relatively limited 
amount of the total area. 

The largest land holder on the island of Oahu and in the Territory 
is the Government of the United States, which owns 40 percent of 
the land. 

Mr. Deane. You don’t know the acreage owned by any of these 
groups on that island? 
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Mr. Farrineton. I can tell you what acreage the Government owns. 
It is about 1,600,000 acres. 

Mr. Drang. What does the Bishop estate own? 

Mr. Farrincron. That is about 10 percent of the 4 million acres 
in the Territory, which would run about 400,000 acres. 

The Campbell estate would run considerably less than that. I don’t 
have the figures on that. I can’t quote them from memory. 

Mr. Deane. And the actual acreage was not developed in the Senate 
testimony ¢ 

Mr. Farrineton. No; it was not. The land held by the Campbell 

estate constitutes per ipally the land of one very profitable sugar 
pa ba ition, and it doesn’t enter into the housing problem at all hardly. 

Mr. Deane. Is that land situation a political question on the island / 

Mr. Farrincron. In a broad sense it is a political question, Mr. 
Deane, although there is a great consciousness of the necessity for 
finding some means for establishing more independent home owner- 
ship. 

1 don’t think there is a division between the political parties on 
that issue. 

Mr. Deane. Do you think that your bill would tend to improve that 
situation 

Mr. Farrincron. I don’t think there is any question about it. It 
would relieve a financial problem that is immediate. That is why it 
was recommended by the FIA. 

Mr. Deane. Going to Guam for a moment—and I understand you 
are not discrediting Guam—— 

Mr. Farrineron. No, sir. 

Mr. Deane. I was on the island in 1949, and the information that 
I gained was that the Guamanians had become so dependent upon 
the military that so far as their real appreciation of home ownership 
is concerned is negligible. They were just looking to the military 
to support them. 

1 wonder if you have an opinion about Guam, to compare with 
Hawaii? 

Mr. Farrineton. Well, of course, I wanted to bring out, as I did 
earlier, that Guam is quite a different problem than Hawaii. Its 
area is relatively insignificant, compared with the area of Hawaii. 
Its population is extremely small. It has this one industry. I don’t 
think there is any question but that the war has caused them to be 
more dependent upon the military, and that is not entirely their fault 
because in the invasion of Guam the city of Agana was completely 
destroyed, and the military took away most of their land. 

Mr. Deane. How much Wherry housing has been built in Hawai ? 

Mr. Farrineron. They are now completing 2 or 3 projects that 
involve in excess of 1,000 houses. 

Mr. Deane. I wonder if Mr. Fitzpatrick is in the room here, if he 
can tell exactly how much Wherry housing has been built in Hawaii? 

Mr. Firzpatrick. I can supply it, Mr. Deane, or get it for you by 
phone, if you want. 

Mr. Deane. Is that housing on the military reservations, altogether, 
Mr. Farrington ¢ 

Mr. Farrincron. I don’t think—it is adjacent to the military reser- 
vation. I think one project is on private land. 
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Mr. Fivzrarrick. Some are on the reservations but I will have to 
supply the exact data for the record. 

Mr. Farrineron. I would like to ask the committee to have Mr. 
Fitzpatrick testify because I understand he was caught off guard when 
he testified before the Senate committee, and that he recognizes that 
he gave information to the committee which gave the wrong im- 
pression. 

Mr. Deane. Would some of the people that would benefit by the 
legislation you propose be eligible for Wherry housing ? 

Mr. Farrineron. I think some of them would; yes. 

Mr. Deane. That is all, Mr. Chairman. 

The Crtatrman. Are there further questions ? 

Mr. McVey. Mr. Chairman. 

The Cuatreman. Mr. McVey. 

Mr. McVey. I understand from your testimony, Mr. Farrington, 
that if Hawaii is included in this resolution that most of the insured 
loans would be made on homes to be constructed in Honolulu? 

Mr. Farrineton. Yes, sir. 

Mr. MeVey. Do you have a great number of sites available for new 
homes in Honolulu? 

Mr. Farrincron. I don’t think there are a great many sites but I 
think there are adequate sites. 

Mr. McVey. About how many do you think could be built, how 
many additional homes? 

Mr. Farrtneron. Well, it is estimated now that there is a shortage 
of about 5,000 housing units in Hawaii, and I know in addition a 
great deal of our present housing is extremely inferior and should 
be replaced. T don’t think they will find any difficulty in getting new 
sites. They are constantly opening up new subdivisions. There is 
enormous activity in real estate in Hawaii. The tremendous increase 
in tourist travel has stimulated a great deal of interest on the part 
of people who want to settle there. 

Mr. McVey. Did many of our veterans elect to remain in Hawaii? 

Mr. Farrtneron. A considerable number. Many of them who 
wanted to stay had to return to the States because they couldn’t find 
suitable employment. They were there in the service of the Govern- 
ment. Many of them worked at Pearl Harbor. 

When the cutback of 1948-49 became effective they couldn’t find 
other employment. Hawaii is basically an agricultural country, and 
we have no real industry except what is provided by national defense— 
the shipyard at Pearl Harbor, the repair shops, and so on, and some 
men who go there who are electricians and shipwrights, and mechanics, 
simply don’t have the opportunities for employment in private life that 
they have elsewhere. 

The Cuatrman. Are there further questions? 

Mr. Deane. Mr. Chairman, to assist Mr. Farrington, Mr. Fink has 
given me a statement of military housing and it indicates that the 
following three Wherry projects are now in the Territory of Hawaii: 

The Carl Manor, 355 units; the Honolulu Manor, 480 units, and 
Manaloa, 482. 

Now, which of those are on the military reservation and which are 
not ¢ 
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Mr. Farrtncron. I am not absolutely sure, Mr. Deane, of the an- 
swer to that. I understand that the two Manaloa Ridge projects are on 
private land. 

Mr. Frrzparrick. I am not sure. 

Mr. Farrinetron. They are adjacent to Pearl Harbor. 

Mr. Deane. When you revise your remarks would you check with 
Mr. Fitzpatrick and indicate that, please ? 

Mr. Farrtneron. Yes, sir. 

(The information requested is as follows:) 


Loeation Service Units Status p.. off 
‘ on 
1 Barbers Point Navy 355 | Completed On 
2 ao i 260 Not started Do 
Pearl Harbor lo Completed 1) 
4 do do 482 do Do 
do do $25 Not started Deo 
do do 5 do 
7  Kanohe Bay. Marine Corps Not yet approved Undecided. 


Not decided. 


Mr. Farrineron. Mr. Chairman, if there are no further questions, 
1 would like to ask unanimous consent to have incorporated in my 
statement several letters supporting my position. 

The Cuatrman. Without objection, that may be done. 

(The letters referred to above are as follows:) 


CHARLES J. PlETSCH, REALTORS, 
Honolulu 15, 7. H., April 4, 1958. 
Hon. Josepn R. FARRINGTON, 
Hlouse of Representatives Building, 
Washington, 

DEAR Joe: I want you to know how strongly we feel about the importance of 
Senate Joint Resolution 26 to Hawaii. We have been expecting its passage daily, 
but I understand it is still in the Senate Banking and Currency Committee. 

Section 1 of Senate Joint Resolution 26 would authorize FNMA to purchase 
additional FHA loans insured in Hawaii. This would mean that local lenders 
could make FILA loans and could sell these loans to FNMA after the homes were 
completed. This is the common practice with financial institutions in the con- 
tinental United States, who sell most of their loans to insurance companies and 
large savings banks in the East who do not, however, purchase loans in Hawaii. 
Section 2 of Senate Joint Resolution 26 would allow FHA to insure its so-called 
title II loans in Hawaii up to $24,000, instead of the present limit of $16,000. 
While this change would be desirable, it is not absolutely necessary, as the ma- 
jority of people desiring to purchase homes in Hawaii do not have the income 
necessary to repay a loan in excess of $16,000. 

If it were necessary to bargain the point, we would be happy to give up the 
inclusion of Hawaii under section 2 so long as it were included in section 1. 

I want to give you some of the pertinent facts on the housing and mortgage 
picture here so that you can help put it through for us. 

The housing problem in the islands is still acute and many people are desirous 
of purchasing homes, but find it’s impossible for them. None of the lenders in 
the islands are making true veterans’ loans and only the two largest banks are 
making any FHA loans. Even they are not lending on the FHA appraisal, but 
on their lower valuation, which means the average man just does not have enough 
down payment to buy a home. The Prudential Insurance Co. is making some 
FHA loans here through Hawaiian Trust Co., but by March 15 they had used 
up their quota for this year. 

The incidence of home ownership here is still half what it is throughout the 
mainland; here it is just under 30 percent ; nationwide it is 61 percent. 

People keep saying we need more land opened up here and point to that fact 
as the reason so few people own their own homes. That is not the main reason; 
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more land is being opened and more will be opened. With a mortgage market 
we can begin to catch up the large backlog of needed housing, which has increased 
instead of diminished since the war. 

Our local banking institutions and the few outsiders have been making only a 
small portion of the loans needed here. 

There are many more insurance companies making and buying loans even in 
Alaska than in Hawaii. We need the FNMA as a secondary mortgage market. 
Please do your utmost to promote passage of the resolution. 

You are certainly doing a great job on statehood. Keep up the good work. 

Sincerely, 
(Signed) Charlie. 
J. Prerscn. 


T. H., April 6, 1953. 
Mr. JosepH R. FARRINGTON, 
House of Representatives, 
Washington, D. C. 

Dear Joe: I am writing you in regard to Senate Joint Resolution 26 which 
proposes to make available to Hawaii sorely needed mortgage funds through 
the resources of FNMA. I feel strongly that this is a constructive, sound, and 
desirable measure which strongly affects the economy of the Territory by 
furnishing mortgage funds so badly needed by our growing industry which has 
not only to cope with a housing shortage but the constant demand for military 
housing. 

First for the record T should like to point out that I am amply conversant 
with land problems in the Territory of Hawaii. I have been an appraiser for 
IHA in both Washington, D. C. (serving the District, Virginia, and Maryland), 
and in Honolulu. Further, I was a land adviser for the Public Housing Adminis- 
tration in the Los Angeles office serving both southern California and Arizona. 
This besides many years in the real-estate business and as a consulting appraiser 
here in Hawaii where I have served many clients including the Department of 
Justice and the Department of the Army. 

The question of the availability of land and its cost has been extensively gone 
into through the years and has been brought into almost every condemnation 
case brought into the Federal district court and the Ninth Circuit Court of 
Appeals. In some of these cases I have appeared as a witness for the United 
States. 

While our land prices are high they are no higher than select lots that I could 
point ont to you in Georgetown, or sections of Los Angeles. What does make 
our prices seem so much higher than the continental United States is the fact 
that we have no cheap land such as is generally available around any large 
mainland city. 

Our land prices here are high because there is so little of it. We appraisers 
are wont to refer to it as the tyranny of the land but all we really mean is the old 
law of supply and demand. In Washington one could drive 20 or 30 miles into 
Virginia and find unlimited acreage susceptible of subdivisions but here we are 
limited by being an island. While it is true that we can drive 20 or 30 miles 
and find acreage that can be developed (and here is where our high costs come 
into the picture) it will probably cost the subdivider from $2.000 to $4,000 a lot 
for the required improvements such as roads, utilities, ete. Little land is avail- 
able in large parcels so that a subdivider cannot find the large acreage required 
for economical subdivision so that the results are that typical subdivisions are 
small, costs are high, demand is high, and the result is that the lots are expensive. 

As you are well aware, we are (combining Federal, Territorial, and local 
taxes) one of the highest-taxed jurisdictions in the United States. These high 
taxes also add to the cost of the land. Coupled with this is the problem of large 
landholders and in one instance, as I pointed out in a study made for the Office 
of the Chief of Engineers on March 28, 1948, entitled “A Study of Tax Losses 
Resulting From Army Land Acquisition in the Territory of Hawaii,” the holdings 
of real property of the Department of Defense exceeded 14 percent of the land 
on the island of Oahu. 

True enough, several large estates have tremendous land holdings here in the 
Territory. The estates are selling no land, but are leasing. Most of the land 
which is being offered for sale in fee simple is not held by the estate but by 
hundreds of different individuals, each of whom wants to get the most he can 
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for the property. To change the ownership would merely substitute a different 
Set of Owners, each of whom again would want to get the maximum for the land. 
The large estates are selling no land, but leasing, which is actually the most 
reasonable way to obtain land in Hawaii and it is on this type of leased land 
that the 1,000 units authorized as critical defense housing are being built. 

We have sometimes heard Statements that the large estates should be broken 
up which may or may not be desirable, but if this were to be done, under the 
Constitution they would be entitled to just compensation. Federal courts in 
dozens of cases, including some in which I have been a Witness, have constantly 
found our land values here (while apparently high) to be fair and equitable and 
have paid the prices based on appraisers’ opinion such as Iny own. Consequently, 
the breaking up of the large estates or the release by them of fee simple land 
would not change the value of the property or the cost to the ultimate hy 
owner, 


yme- 


With this high cost of land, for the prospective homeowner to be deprived of 
the advantages of an FHA Joan and be forced to cone with the Insatiable demands 
of the locally available conve ntional bank mortgages is only adding to the burden 
of the home builder and may well be the last straw as far as our struggling 
housing industry is concerned. 

Even if the Senators are cony inced that our land costs are too high, the costs 
are factual and are susceptible only to change by changing economic conditions 
und times. Were I desirous of building a massive office building in the best part 
of Manhattan Island, I might perhaps rail at the fact that land sold for over 
$200,000 a front foot but that would not change the facet, 
Ins a faet, not whether the fact is palatable or not 


Here we are consider- 
a fact that cannot be changed 
by legislation short of abridging the Constitution Despite this fact of high la 
costs which we must live with, we must still cope with the problem of a 
housing shortage. As a former adjutant of the American Legion, Department 
of Elawaii, gion national housing commit- 
tee, Tam deeply cognizant of the fact that f those most affeeted by the housing 
shortage military personnel and those recently 


severe 


and former member of the Americun Le 


returned veterans of the K 


fighting are in the fore. I have been informed by the local Veterans’ Adminis- 
tration office that there are over oO.000 veterans in the Territ ry still elizible 
for veterans’ loans if the homes ire available 

The largest single problem ir connection w to overcome this short- 
ave is the availability of mortgage funds meressional act ean heln 


us so much in this regard as could the pt 


Inte Resolution 26, 
providing for 4 


the “takeont financing” by he other provision to in- 
crease the maximum mortgage amon t t 

our high costs could not affect the majority ective homeowners as they 
sunply would be firianei: eof that size. I estimate 
that this could help « nly about 15 percent of af] applicants 


hile le pr l, beea ise of 


unable to carry Thhort 


rhere is land available, materials and labor available, and n any persons need- 


ing a home. All that we need is mortguge money, 
I hope I have heen able to pornt out to you our problem—the making available 
of additional mortgage-loan funds—and TU kn: W that your assistar n this prob- 


lem and its deep effect on the economy of the Territory will be 
citizens, 
Sincerely, 


appreciated by its 


(Signed) Chad. 


HIAWAITAN Trt sTD., 
llonoluin, 7 H., {pril x, 19523 
Hon. Josern Farrineron, 
House of Re presentatives, Washington, D. 

Dear JOE: Senate Joint Resolution 26, extending the benefits of FNMA money 
to Hawaii, is of vital interest to everyone here who is interested in ow ning a home, 

I have read over carefully the re port of the recent hearing, and am amazed at 
the amount of misinformation and lack of understanding of the problem that is 
contained in this report. There are no big landlords that are endeavoring to un 
load land at high prices that I know of. The people who want the ¢ xtension of 
further credit by FNMA are individuals w ho are buying homes and today can 


find mnertgage mon y. Some of these are in subdivisions he n 


hot 


offered by small 
operators, are deals arranged between two individuals. greater 


are 
home seekers desiring to secure leases mm Which to build, and none that J know of 


Cuap Dtensran 
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are large landlords wanting to sell high-priced land. The matter of fact is that 
the opposite is probably the case as regards leases. The FHA here in Hawaii feels 
that the lease rent insofar as Kaneohe Ranch is concerned, for one example that I 
personally know of, is only at about 3-percent return of FHA’s own appraisal of 
the land. Mortgage money just does not exist here in sufficient quantity to take 
care of the local situation. 

Anything you can do to extend to Hawaii the same benefits that are being ex- 
tended to other parts of our country would be of great benefit to everyone here. 

Very truly yours, 
H. W. B. Wurve, Vice President. 


AprIL 20, 1958. 
Senator Homer E. Capen Art, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: The Senate Committee on Banking and Currency deleted 
Hawaii from the provisions of Senate Joint Resolution 26 because of the absence 
of informed testimony on the housing situation in the Territory. The action 
of the committee Was without prejudice to future consideration of the inclusion 
of Hawaii in the legislation, This is very much appreciated. 

I have introduced in the House of Representatives today a bill identical to 
Senate Joint Resolution 26 as originally introduced by you. This would include 
Hawaii in the legislation as first proposed. 

In the meantime, I am writing this letter to correct the errors made in testi- 
mony before the Senate Subcommittee on Housing of the Committee on Banking 
and Currency in the hearing on this legislation and to request that Hawaii be 
restored to the Senate bill. 

‘Lhe misapprebensionus engendered by the testimony before the subcommittee 
with respect to the inclusion of Hawaii in this legislation appear to be, first, 
that certain landed estates would be the principal beneficiaries and, second, that 
land costs are artificially inflated. This is untrue. 

‘ihe tacts of the matter are that this legislation would be helpful almost 
entirely to the middle and lower income families who desire to purchase their 
homes and are unable to do so by the lack of secondary mortgage money avail- 
able in Hawaii, and that the high prices of homesites is due to development 
costs and not to the cost of the raw land, 

Furthermore, the impression given the subcommittee that prices are exces- 
sively higher and an unusually high proportion of homesites are on leased land 
is not in accordance with the facts. 

To illustrate the extent of the erroneous impressions left with the committee. 
I wish to point out that in the city and county of Honolulu, which embraces 
the Island of Oahu, there are more than 80,000 different owners of approximately 
60,000 different parcels of land. According to the 1950 census figures, there 
are in the city and county of Honolulu 75.500 dwelling units. Of these 28,200 
are occupied by owners and 47,300 are rented. Of these units occupied by 
owners, only 3,500 are on leased land. 

In the vear 1952 there were 1,844 building permits issued in Honolulu for 
single-family residences for a total of $23,939,843, or an average of $12,982 per 
family unit. In addition there were 82 permits issued for duplexes for a total 
of $335,661 and S87 permits for multi-family dwellings for a total of $6,813,925. 
This latter figure includes building permits for some Wherry Act housing. 

In 1951 the FHA reported the average property-replacement cost for the 
United States to have been $9,620 and the average mortgage to have been $7,675. 
‘Lhe average property replacement in Hawaii for the same period is estimated 
to bave been $11,000 and the average mortgage for 1,156 applications was 
$9,686, 

In 1952, the average property replacement cost was estimated at $12,000 
and the average mortgage for 970 applications was $10,405. 

The higher averages for Hawaii are the result principally of higher de- 
velopment costs. The funds available are said to be so limited that the largest 
share of them is absorbed by loans to persons in the higher income brackets. 
This is said to be another reason why the average mortgage in Hawaii is 
higher. 
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The cost of building in the city and county of Honolulu is. according to the 
figures of FHA, 14 percent higher than the average for the entire country. 
Some saving is realized in home construction in Hawaii because no provision 
is needed for insulation and heating. This is more than offset, however, by the 
additional costs that arise from the necessity of importing from the mainland 
nearly all of the materials used in home construction. 

According to the 1951 FHA report, the average cost of a homesite for the 
United States as a whole was $1,220. 

The average cost of a developed homesite in urban Honolulu is estimated today 
to be $5,500 and in suburban Honolulu to be $3,500. Zoning requirements for 
the minimum homesite area is 5,000 square feet. The average area is 6,500 
square feet in urban Honolulu and 10,000 square feet in suburban Honolulu. 

The high cost of land development is caused by: (1) The difficulty of making 
utility excavations through underlying strata of coral and lava rock, (2) the 
importation costs of all materials including cement, pipe, bitumals, and so forth, 
(3) the uneven contours of the land, and (4) the necessity of conveying water 
over long distances and of raising and storing the water at high elevations. This 
development cost alone in actual practice has varied in recent months from 30 
percent to 60 percent per square foot of developed house lots, depending upon 
the location and contour of the land. 

The latest study of housing needs in Hawaii, made in the last quarter of 1952 
by the Hawaii Housing Authority, shows a shortage of over 5,000 single-family 
units. The need for steps that will encourage new home building and new home- 
ownership in Hawaii is, therefore, obvious. The Federal Housing Administra- 
tion believes, moreover, that the FHA program in Hawaii will come to a halt 
unless the provisions of Senate Joint Resolution 26 are extended to the 
Territory. 

Homeownership in Hawaii needs to be encouraged in every possible way. The 
percentage of our people who own their own homes is far behind the average for 
the United States as a whole and much lower than it should be. Well-informed 
students of this problem believe the principal reason for this line in the great 
difficulty that individuals find in financing the acquisition of homes and in the 
absence of adequate facilities for the repurchase of private mortgages that are 
made from private funds. 

We of Hawaii feel that there are many, if not more, reasons for extending 
this proposed legislation to Hawaii than to Alaska and Guam. The Territory 
of Hawaii is still in a period of expansion. The need for additional housing in 
many fields is well-established. 

Inclusion of Hawaii in Senate Joint Resolution 26 is supported by the Gover- 
nor of Hawaii; the Legislature of the Territory of Hawaii, the Chamber of Com- 
merce of Honolulu; officers of the Honolulu Realty Board; the Central Labor 
Council (A. F. of L.) in Hawaii; the housing committee of the American Legion, 
Department of Hawaii; the chairman of the Hawaii Housing Authority; the 
Federal Housing Administration both locally and nationally, and our principal 
banks and trust companies. 

In the light of these considerations, I strongly urge that Hawaii be restored to 
this legislation as originally proposed and submit in support of this proposal the 
following: 

1. Copy of House Concurrent Resolution No. 44 adopted by the Legislature of 
the Territory of Hawaii, “requesting Congress to extend the authority of the 
Federal National Mortgage Association to include the purchase of loans in Ha- 
waii and to authorize the Federal Housing Administration to raise the limit of 
loans insured by it in Hawaii.” 

2. Letters from Charles J. Pietsch, a Honolulu realtor, dated April 4 and 6, 
1953. 

3. Letter from Chad Dunstan, appraisal consultant of Honolulu, dated April 
6, 1953. 

4. Letter from H. W. B. White, vice president, Hawaiian Trust Co., Ltd., 
Honolulu, dated April 8, 1953. 

Yours sincerely, 
J. R. FARRINGTON, 
Delegate from Hawaii. 


i 
| 
i 
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May 14, 1953. 


Mr. STRAND, 
Director, Office of Territories, Department of the Interior, 
Washington 25, D.C. 

Dear Mr. Srranp: The Office of Territories, on April 23, wired the office of 
the Governor of Hawaii for a statement of my position and supporting informa- 
tion regarding Concurrent Resolution No. 44 of the Hawaiian Legislature and 
United States Senate Joint Resolution 26, indicating that Interior plans to 
report thereon. 

The matter referred to above was fully and completely presented by Joseph R. 
Farrington, Delegate to Congress from Hawaii, in a letter dated April 20, 1953, 
to Senator Homer F. Capehart, chairman of the Committee on Banking and 
Currency. 

I have carefully reviewed the statements made by Delegate Farrington in his 
letter to Senator Capehart on the subject of Senate Joint Resolution 26, and am 
completely in accord with the brief made for including Hawaii in the provisions 
of this resolution. 

Delegate Farrington’s analysis and conclusions state my position in this 
matter; the statements he makes appear to contain adequate supporting informa- 
tion, 

I have taken the liberty of copying Delegate Farrington’s letter to Senator 
Capehart, and attach a copy hereto. 

Sincerely yours, 
Samver WILDER KING, 
Governor of Hawaii. 


[House Concurrent Resolution No. 44] 


CONCURRENT RESOLUTION Requesting Congress to extend the authority of the Federal 
National Mortgage Association to include the purchase of loans in Hawaii and to 
authorize the Federal Housing Administration to raise the limit of loans insured by it in 

lawaii 


Whereas Public Law 52, Sist Congress, provides that certain loans secured by 
property in Alaska may be offered to the Federal National Mortgage Association, 
and section 214 of the National Housing Act, as amended, provides that the 
Federal Housing Administration may insure certain home loans in Alaska and 
Guam to higher limits than in the continental United States and Hawaii; and 

Whereas if the benefits of such provisions of the Federal statutes were extended 
to Hawaii, the financing of residential building would be facilitated and poten- 
tially more loans wirhin Hawaii would be made available: and 

Whereas Hawaii lacks a secondary mortgage money market such as is usually 
found elsewhere in the United States. and enpital availeble in Hawaii for first 
mortgage loans is limited but would he greatly augmented if the Federal National 
Mortgage Association were permitted to accept FIA-insured residential first 
mortgage loans on preperty in Hawaii: and 

Vhereas Senate Joint Resolution 26, Sid Congress, Ist session, now pending 
in the United States Senate, would, if Hawaii were included therein, extend to 
Hawaii the benefits of the aforesaid Federal statutes now enjoyed by Alaska and 
proposed to be extended by said joint resolution to Guam: and 

Whereas Hawaii was originally included in said joint resolution, but was 
excluded therefrom in the Senate Committee on Banking and Currency: Now, 
therefore, be it 

Resolved by the House of Representatives of the 27th Legislature of the Terri- 
tory of Harcaii, the Senate concurring, That the Congress of the United States of 
America be and it is hereby respectfully requested to include Hawaii in the 
provisions of Senate Joint Resolution 26, 88d Congress, Ist session, now pending 
in the United States Senate, to the end that Hawaii may enjoy the advantages 
of residentinl mortgage financing afforded Alaska by existing Federal statutes; 
and be it further 

Resolved, That duly authenticated copies of this concurrent resolution be 
forwarded forthwith to the President of the Senate of the United States, the 
Sperker of the House of Representatives of the United States, the chairman of 
the Senate Committee on Banking and Currency, the chairman of the Senate 
Committee on Interior and Insular Affairs, the chairman of the House Committee 
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on Territories and Insular Possessions, the Seeretary of Interior, and the Dele- 
gate to Congress from Hawaii. 
THE HousE Or REPRESENTATIVES OF THE 
OF HAWAII, 
Honolulu, T. H.. April 16, 19538. 
We hereby certify that the foregoing concurrent resolution was adopted by the 
House of Representatives of the Territory of Hawaii on April 10, 1953. 
(Signed) Hrram L. Fone, 
Npeaker, House of Representatives. 
(Signed) WaALter G. CHUCK, 
Clerk, House of Representatives. 
THE SENATE OF THE TERRITORY OF HAWAII, 
Honolulu, T. H., April 16, 1952. 
We hereby certify that the foregoing concurrent resolution was adopted by the 
Senate of the 27th Legislature of the Territory of Hawaii on April 15, 1955. 
(Signed) WILrREeD C, TSUKIYAMA, 
President of the Senate. 
(Signed) ELLEN D. SMYTHE, 
Clerk of the Senate. 

The CHaiman. Mr. Fitzpatrick, do you care to be heard any 
further ? 

Mr. Frrazparrick. I would like to make this comment, Mr. Chair- 
man, with respect to the testimony on the Senate side. That I think 
that it is perfectly true that when that statement was read, as land- 
ownership with respect to the Honolulu area, that it is not correct. 
The figures relate to ownership in the entire Territory. 

I think I should also say that the major part of the colloquy was 
directed toward my trying to indicate to Senator Douglas that there 
Was no connection necessarily between the estates and the Five Fami- 
lies. What Senator Douglas really was asking was did the Five 
Families control the land, and I was trying to say to him no, they 
did not. 

However, I think it fair to say, also, that the testimony presented 
before the Senate committee with respect to the cost of improved, 
fee-ownership land, for building purposes around Honolulu, was due 
primarily to the high cost of site improvements, because on any 
excavation for your basements or for your lines you have a large 
amount of excavation in coral or lava rock, you have to carry your 
lines for relatively long distances, and in many instances you have 
to have storage reservoirs. By the time you have paid those costs, 
and added them to your land costs, you cannot escape relatively high 
costs for improved building lots. 

The high cost is primarily traceable to the high cost of your site 
improvements, 

The CHatrman. Are there questions of Mr. Fitzpatrick ? 

If not, thank you very much, Mr. Fitzpatrick. 

Mr. Crawford is here to testify but since it is the noon hour we 
will have to recess. 

We will recess to reconvene at 2:30 p. m. 

(Whereupon, at 12 noon the committee recessed until 2:30 p. m. 
of the same day.) 

AFTERNOON SESSION 

(Whereupon the committee resumed the hearing at 2:30 p. m.) 

Present: Messrs. Talle (presiding), McDonough, Widnall, Betts, 
Mumma, MeVey, Hiestand, Spence, Brown, Patman. 
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Mr. Tauxie. The committe will be in order. 

Our witness is Mr. Fred Crawford, formerly a very distinguished 
and active member of this committee. We are delighted to have you 
with us and to hear from you, Mr. Crawford. 


STATEMENT OF HON. FRED CRAWFORD, FORMER CONGRESSMAN 
FROM THE STATE OF MICHIGAN 


Mr. Crawrorp. Thank you, Mr. Chairman; may I express the ap- 
preciation of Puerto Rico and everyone concerned for the privilege of 
appearing before this committee and getting some of these ideas 
before the Members of the House. 

I have here a small map of Puerto Rico and also a large one. This 
gives an idea of the island in general, about 90 miles long and 35 
miles across, with approximately 214 million people or say roughly 
675 people per square mile. 

Mr. Tatir. Approximately the population of my State. 

Mr. Crawrorp. Yes. 

That sounds like a very dense population, if you think of Puerto 
Rico as an agricultural community-—which has been substantially the 
case for the past four or five hundred years. 

sut a few years ago, the Congress, in its wisdom—and I supported 
the measure in every way I could—changed the laws to permit Puerto 
Ricans to elect their own Governor. 

That Governor put in, under his leadership, tax legislation which 
has started to transport the island of Puerto Rico into an industrial 
empire, and over 200 industries have been located there during the 
past 4 or 5 years. 

In the San Juan metropolitan area, which is colored blue on this 
larger map, or up here, in this general area, on this smaller map, we 
have an intensification of industry, a requirement for housing, both 
low cost private residences and low rental, and I do not mean federally 
subsidized rental, but mean a demand for rental units where the 
rent runs from $40 to $75 per month, an appetite for that type of hous- 
ing that is just not satisfied at all. 

Now may I go to some of the testimony submitted this morning and 
review it just a moment. 

The Island of Guam is one of the Guamanian islands; Saipan, 
Tinian, and Roto lie north of Guam, up toward Tokio, and in 1898 
we acquired Guam as a result of our difficulty with Spain, at the same 
time we acquired the Philippines, and we acquired Puerto Rico. 

So Guam has been under the flag of the United States for about 
54 years now. It did not come to us through any arrangement of the 
trusteeship council of the United Nations organization. 

About 3 million square miles of ocean areas in the Pacific like the 
Marshall Islands and the Caroline Islands and other islands over 
there, did come to us under a trusteeship of the United Nations and 
we have that responsibility on our hands, 

But let us not confuse Guam with any of that. Guam is some- 
thing else, and this legislation which the committee is considering in 
my opinion is extremely essential for Guam, for Hawaii, and for 
Puerto Rico, and I think the law should be made to apply to all of 
those areas, so that the Federal Mortgage, or Fannie Mae, as we call 
it, can operate in those areas. 
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As I view the situation, and I have studied this thing with great 
intensity for 55 years, 18 vears while a Member of the House and 17 


years before, clear to the Philippines, and including Alaska and the 


whole Caribbean area, if we are to have a future in the Far East, we 
have got to depend on the gateway of Hawati and the military bases 
in Guam and in the Philippines and in no way can I separate those 
areas from a defense of the mainland of the continental United States, 
and it seems to me we might just as well get our feet anchored in those 
areas, and think of that as an area where we always have to keep on 
our euard. 

I want to get that in as a general observation on this legislation. I 
strongly advocate these resolutions you have before you be amended 
the ap ply to Guan LO the iWallah Islands, and to Puerto Rico 

W ith Puerto Rico, you move in the other direction. Puerto Rico 
is the gateway to Latin America. Puerto Rico and the Virgin 
Islands—which are only a 50-minute ride from San Juan, eastward, 
over here, to the Virgin Islands—is the gateway to Latin America, and 
is the connecting link for North and South America. 

Eventually we have to tie the whole western hemisphere together, 
lock, stock and barrel, coordinate its effort, tie its material together, 
all its productive area, into one community, and I do not mean orga- 
nized as a United States, I mean as one unit. 

1am talking now about the Western Hemisphere. Puerto Rico and 
the Virgin Islands is the place where the latin can come and study 
all the United States know-how in the atmosphere of his own lan- 
guage, surrounded by his own people, operating under the American 
system of government and industry. 

Now, tha at is a revolutionary thing that is developing down here in 
Puerto Rico. 

Specifically, the FHA has been in Puerto Rico for several years. 
The FHA has some very big commitments in Puerto Rico. Thou- 
sands of houses have been built down there in recent years, financed 
by FHA; I should say, rather, insured by FHA, operating through 
FHA mac hinery, substanti: ally financed by local banks and New York 
banks, and perhaps some insurance company money. 

But there are some sour notes which this committee will probably 
run into in connection with the FHA in Puerto Rico which I am not 
going to take time to go into, because it is not part of the bill. 

At the moment, there is a stalemate there. At the moment the build- 
ing of these accommodations has substantially ceased for reasons 
which the FILA officials can tell you at the proper time. 

The Governor of Puerto Rico has been up here with his planning 
board and his staff and we have been meeting with men such as Mr. 
Holliday and Mr. Green and Mr. Starr and Mr. Schole, and they are 
quite familiar with the situation in Puerto Rico. 

This committee has not had the opportunity to do so up until the 
present moment. I want to give you a little information here speciti- 
cally. Let us come back to Puerto Rico. 

Here in this area that I am indicating on the map, these 200 indus- 
tries have been located. 

If our friend here goes to Puerto Rico to establish a new plant, and 
it employs, say, a hundred people, he will have to take from the conti- 
nent here maybe a supervisory staff of 15 or 20 employees. 
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Those employees naturally want to be in the metropolitan area of 
San Juan. They don’t want to be here at Porto or here at Arecibo, or 
over here. They want to be in the vicinity of San Juan. So he puts 
the pressure on the Puerto Rico planning board to let him locate his 
plant in the San Juan area. 

We are talking about an area where they already have 650 people 
per square mile. The planning board desires to diffuse these indus- 
tries out through the island, but after all, the Government of Puerto 
Rico and the planning board want you to come; they want to induce 
you to come to Puerto Rico with an industry. So you have something 
to say about it. 

All of this development has substantially centered in the metropoli- 
tan area of Puerto Rico. 

I think the new testimony will show, when you get it all before you, 
from the FHA, if you go into great detail at some time, it will show 
that anywhere from five to twenty thousand additional living units, 
we will call them, homes, are required in the San Juan metropolitan 
area. 

Now, who is going to build them? The local banks in San Juan 
are not in a position to do that any more than the local banks in my 
hometown are in a position to do it, and you gentlemen in this com- 
mittee know Letter than anybody else in Congress the situation that 
exists today between the banks and the Treasury Department of the 
United States, the bond market, the tightening of money, the raisit 
of interest rates, and all that goes along with it. 

If we are to run along, and there is a drop in national income 
in the next 6, 12, or 18 months, will we, the people in the United 
States, be interested in continuing the building of homes under the 
American flag, financed on a fairly sound basis / 

I think the answer to that is “Yes.” 

Will we be interested in keeping the building industry at work ? 
1 think the answer to that question will be yes. 

If the answer to those two questions is yes, why should we consider 
at any time strangling in any way the FHA operations or the Fannie 
May operation / 

If the program is sound, it is sounder in times of declining volume 
of business than it is when the goose hangs high. 

Here is an area that needs the Fannie May service. 

I spent a day vesterday in New York in conference with Puerto 
Rican banking and business officials. I am scheduled to leave here 
Sunday night at 10:45 to go back to Puerto Rico to have a conference 
there next week with industrialists and officials of the Government, 
calling for more and more housing; and if there is any spot under 
the American flag where Fannie May should operate, with takeout 
commitments, it is right down here in Puerto Rico. 

Now, what the Bureau of the Budget will do about the matter, I 
don’t know. What the Congress will do, T don’t know. But we did 
want to get this story before you. Here is an area. In the last year 
we gave these people Commonwealth statue. They now have their 
own Constitution. 

In the last 15 or 20 years, Congress has been moving heaven and 
earth to get these people on an independent basis where they could 
support themselves. They have made a magnanimous effort. They 
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are making tremendous progress. They are putting these new indus- 
tries in there. They have more people employed than ever before. 
Their income is running at a higher level. But the requirement is 
there for homes. That cannot be financed or will not be financed by 
the local banks unless takeout commitments can be made. 

Let us be specific here. Suppose our friend out here is a con- 
tractor or an actual builder of homes and our friend over here is a 
banker in Puerto Rico and the FHA operates here in Washington. 
There two gentlemen represent the FHA. You are the commissioner 
down there of the FHA and vou are the Fannie May man down 
here. 

The contractor goes to the local bank and says. “I want to build 
5.000 homes here. Can I get a temporary loan from you?” 

The banker says, “Let’s look at the situation. Where are you going 
to get the money to take out this temporary loan?” 

The contractor says, “Wait a minute. I have got a takeout com- 
mitment from Fannie May.” 

The banker says, “Oh, that is a different proposition. I guess we 
can finance you temporarily.” 

You get the thing under way. In due course, the buildings are 
completed, the papers are all shaped up properly and if the banker 
does not want to continue a loan through the FHA, he ean carry the 
situation on through Fannie May. That is the situation we are talking 
about. 

How many banks are willing to go on these operations on a big 
scale, without the benefits of Fannie May? What bank is in a posi- 
tiontodothat? Iam talking about a practical banker. Tam t: alking 
about. a bank where we have handled tens of millions of dollars of 
FHA loans. But we have a different situation today. 

I have a little piece of paper here in my pocket. You know what 
those are. 

We have seen those drop in value down to where they are selling 
at about 91 on today’s market. That is something for a banker to 
think about, when you have got from 50 to a hundred or 900 or over a 
billion dollars of your depositor’s money tied up in Government bonds. 
You aren't out looking for too much FHA paper. 

I am just trving to be as practical about this thing as T ean, because 
here is the place where we have got to make these decisions. 

The FHA officials, I don’t think are in a position to stand up here 
and argue as aggressively as T am about what we should do, if the 

3ureau of the Budget savs we had better not do that. 

But you are the Congress of the United States. You are the com- 
mittee which says to the Members of the House, “This is what we ought 
todo.” And these decisions you have to make. 

I would like to stop here for just a moment and see if you gentle- 
men want to ask any questions on this. 

Mr. Berrs. Just as a practical matter, if you want to include one, 
how can you discriminate against the other ? 

Mr. Crawrorp. On what grounds can we say to these people who 
have been under our flag since 1898 that you shall not have the privi- 
lege of Fannie May coming down there and making out takeout com- 
mitments? On what ground can vou deny the Puerto Rican people 
that 
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Mr. Brown. You might compare the cost of production here in the 
United States and the cost of production in Puerto Rico; and also 
the cost of labor. 

Mr. Crawrorp. If you will put these figures down, let us take an 
acre of land, and eliminate the room that is required for the curbs, 
the sidewalks, and the streets, and when you get through, on the basis 
of single homes, individual residences, now, about the most you can 
vet on that acre is eight houses, we'll say. 

This will come down to your question now. 

Let us say in the metropolitan area of San Juan the cost of that 
acreage, well, we have just recently had quite a study on this, and 
the cost runs from $3,000 per acre up to $33,000 per acre. That is the 
cost of the raw land. 

Of course there is not going to be much of the $33,000 acreage used 
for this purpose. There may be a lot of acreage bought running 
from $3,000 wp to 87,000 for the purpose of building homes on it. 

Now let us take a reasonable figure, say $6,000 for an acre for land 
in the metropolitan area of San Juan. That is raw land. Let us 
estimate the cost of the utilities, streets, curbs, lighting, sewer and 
water: put down about $10,000 for that per acre. What have you got? 
Sixteen thousand dollars. Divide the $16,000 by 8 homes. What 
have vou got? Two thousand dollars for the land. For the little 
house where you are going to put 8 on an acre, $2,000, 

You are not going to build any home on that piece of land for $1,500 
and deliver a house for $3,500, Some people talk about that. Whaat 
can you dof In Puerto Rico, you don’t have to have any basement, 
you don’t have any furnace, because it never gets cold enough for a 
furnace: you just don’t have to have it. You build with substantially 
open windows, with shutters, and you can turn them up and down, 
close them, to stop the rain coming in. 

They build substantially in conerete because that area is subject to 
typhoons. They have not had a bad one since 1952 but they may get 
one this fall or next fall, or some time after that. So they have to 
build very substantially, which they do, 

You can build a sort of a place, Congressman Brown, in Puerto 
Rico, in the metropolitan area of San Juan, of concrete, that can be 
sold for say 87,000, with that high cost of land that I am talking 
about—S87,000. 

That is a place to get into. Then the owner can start doing a lot 
of work on it and in due course, after a lot of effort put in, and after 
or 4 or 5 years, he has got a pretty good home that costs him eight 
or nine thousand dollars. We know that can be done. 

Mr. Brown. How much would that house sell for here—eight or 
nine thousand dollars? 

Mr. Crawrorp. That house would be pretty hard to sell here at any 
price. because of what it doesn’t have in it. [n other words, you have 
a bathroom here with no door, maybe a drop curtain on it; you have 
a bedroom here with no door in it; you have windows here with no 
glass in them. 

Our people would not buy a house like that. So that house would 
not be marketable up here. 

If you get into what would be marketable houses up here, you would 
get into the fifteen or eighteen thousand dollar costs down here. 
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But you can get a very comfortable 2- or 3-bedroom house in Puerto 
Rico with a lot of nice things in it, I mean of good construction, for 
ten or eleven or twelve thousand. 

Mr. Tate. Is that poured concrete construction ? 

Mr. Crawrorp. Substantially. 

Mr. Tarte. What is cement worth in Puerto Rico? 

Mr. Crawrorp. Ninety-one cents per bag. 

Mr. Mumma. Is that retail price or wholesale? 

Mr. Crawrorp. Retail price in San Juan. 

Mr. Brown. What is the difference in the cost of labor, here and 
Puerto Rico? 

Mr. Crawrorp. Skilled, construction work ? 

Mr. Brown. I mean common. 

Mr. Crawrorp. Common labor, all the way through, probably 
around 57 cents an hour against $1.65 here. 

That is taking the whole scale, substant ially lower. 

I think Puerto Rico is at least 15 to 20 years behind the wage level 
in this country, if you understand what I mean by that; 15 to 20 
years. 

They have minimum wage laws down there, of course, both Com- 
monwealth and Federal laws. 

This is what they are coming to. Let’s take this same acreage now, 
a cost of $16,000 per acre, and let’s divide that by 28 living units. 
What is 28 living units? It is a two-story garden type rental unit 
home, where you go out on the main highways here, trucklines, and 
establish a little community, build stores, a theater, and so forth, and 
put up these garden type rental units. 

We have lots of them around Washington here. Then you get 28 
of those units per acre. You don’t have an individual residence: you 
have got rental units, walk-up type. no elevators are involved in it, 
which you can rent from $45 to $55 to $65 to S75 per month to the 
person drawing from $2,000 per year up in salary within the metro- 
politan area. 

I have told the Governor and a lot of them down there that you 
are going to be forced to that because this industrialization of the 
metropolitan area is going to drive you away from the idea of indi- 
vidiia! residences, becanse you cannot build a residence on the $16,000 
per acre land that the little fellow can afford to pay for. 

You see the practical side of that? You have now got to go up in 
the area; that is the type of living unit we will be forced to down there, 
and those types of living units should be built in Puerto Rieo during 
the next 36 to 48 months, and you need the Fannie May there to do it. 
That is the best answer I can give you on that cost feature. 

The Virgin Islands are on a much smaller seale. You have got 
214 million in Puerto Rico and a few minutes flight away you 
have 35,000 people on the Virgin Islands. I don’t think the Virgin 
Islands come into this picture at all, and I don’t know any way that you 
would create a demand for Fannie May in the Virgin Islands. You 
might get 15 or 20 applications but that is of no consequence. But 
Puerto Rico, there you have a different situation to deal with. 

Referring to this bill, Senate Joint Resolution 71, page 1 line 10, if 
you inserted there the language, reading the bill, “by property located 
in Guam, Puerto Rico, or Hawaii,” you would have the Farrington 
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resolution combined in the Senate Resolution 71, and Guam, Hawaii, 
and Puerto Rico all cared for. 

That is the only amendment that would be required to make it 
applicable to Puerto Rico, as has been explained to me by a very smart 
lawyer. 

But the people of Puerto Rico, in my opinion, are entitled to this 
service, just as much as the people of Michigan or any other State, and 
I would say the same for Hawaii. 

I am familiar with that Hawaiian situation because I have gone 
there and personally inspected the homes and construction work and at 
a high cost, which was so well referred to by one of the FHA officials 
this morning. 

I know something of the cost of laying in those waterlines and 
putting in those utilities out there in the metropolitan area and I can 
tell you it costs money to do it, and that is why those folks have to 
start with around $6,000 for a little lot. 

Mr. Tatts. What is the nature of the soil / 

Mr. Crawrorp. In Puerto Rico? 

Mr. Tauir. Yes. 

Mr. Crawrorp. The soil in Puerto Rico is of two very distinct types. 
There is one which we eall the coastal plain, which is very deep rich 
soil, which is as good as anything we have in Iowa or Michigan, and 
1 used to live in Iowa; that is when we had the buggy roads and horse 
and buggy. 

Then we have a kind of disintegrated limestone formation which 
breaks all to pieces and makes the most ideal coverage for roads you 
could imagine, for fills and grades and such as that. 

Then there is the limestone which is not too disintegrated and that 
is used in the making of cement, and that is where you get the wonder- 
ful cement mills of the island, and when I say wonderful, they are 
little gold mines; they turn out a fine product, but still the people who 
own the cement mills make a lot of money out of it. 

Mr. Tattr. They don’t have volcanic rock or coral rock such as 
there is in Bermuda ¢ 

Mr. Crawrorp. This seems to be an old volcanic rock, disintegrated 
now. 

Very substantially, on the north side of the island here, you see your 
mountain range which runs just a little bit southwesterly. These 
mountains touch 6,000 feet elevation. On the north side of the island, 
you have a tremendous rainfall. On the south side, it is very dry, and 
with irrigation where the water is caught up here in the mountains, in 
reservoirs, fed through the water wheels, creates electricity, and then 
is tunneled back out and comes down here and is used for irrigation. 

There is tremendously rich production, primarily sugarcane, and 
now going into pineapple substantially. On your eastern seaboard of 
the United States, how often do you see fresh pineapples on the mar- 
ket, here, up and down the seaboard? Hawaiian production is not 
suflicient to cover the United States. We need the production for the 
Atlantic seaboard. Puerto Rico is coming into the general picture for 
coffee, pineapple, sugarcane, and a few other minor operations, agri- 
culturally speaking. It is about a 65-percent sugar economy at the 
present time. 
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Now, the industrial revolution which is beginning to open up into 
Puerto Rico, and the thing which will really put the silk hat on it, is 
the utilization of the byproducts of the sugar industry, and T know 
what I am talking about on that, because | know some things that are 
not public. 

Mr. Tarte. You are a practical banker, Mr. Crawford. What would 
you say about the banks in San Juan, and so on, insofar as servicing 
the loan is concerned / 

Mr. Crawrorp. ‘They have had quite a bit of experience on that, and 
they are certainly qualified to service the loans. There is no question 
about that at all. 

Mr. Tarte. At what rate / 

Mr. Crawrorp. I don’t know what the rate would be under these 
changed conditions. I would not want to make any commitments on 
that. 

For the information of this committee, we just this week finished a 
new bank in the Virgin Islands and we hope to do business there ; there 
is nothing confidential about it; they hope to open for business there 
sometime in the month of August. 

The parties are in New York today filing application with the FDIC 
to get FDIC insurance for the new bank. That will give the Virgin 
Islands a new bank down there. I think the committee is entitled to 
that information. 

Mr. McVey. What is the temperature? 

Mr. Crawrorp. From 68° to 76°, and once in a while 80°, 12 months 
of the year. 

Mr. Mumma. Where do they get this expensive land ? 

Mr. Crawrorp. In the vicinity of Rio Piedras, Bayamon, Santurea, 
and Catano. 

Mr. Mumma. Does that land sell that high out there? 

Mr. Crawrorp. Yes, sir; all within 15 or 25 minutes’ ride of the 
rapital, by bus, down around the new International Airport. 

Mr. Mum™a. Speaking of the soil conditions down there, did you 
ever look out of the dining-room window of the hotel and see nothing 
but tremendous boulders down there ? 

Mr. Crawrorp. Your rich soil is on your coastal plains and back in 
your mountain valleys. 

When you have land that will grow 65 tons of sugareane per acre, 
that is production, that tonnage. 

Mr. Brown. How much? 

Mr. Crawrorp. Sixty-five tons. 

Mr. Brown. Weight? 

Mr. Crawrorp. Yes: per acre. 

When you have agricultural land that will sell today for $800 per 
acre, that is production; that agricultural land IT am talking about. 

Mr. Mumma. If you want to do something big, you could develop 
u process for making newsprint out of sugarcane. 

Mr. Crawrorp. We have the process. It is too valuable for news- 
print or any kind of paper. 

Every pound of that bagasse should go into fiber. I can bring in 
front of you the finest rayon that man has ever seen that is made out 
of the sugarcane bagasse in commercial plants operating at a profit in 
foreign countries, not under the American flag. 
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I can take you on confidential trips and go into plants in this country 
behind locked doors where very high-sal: iried scientific men are in 
there working day and night with machines 25 to 35 feet in height 
that sell for $100,000 to $175,000 dollars apiece, that will completely 
revolutionize that phase of agriculture. 

That is what you are talking about and, of course, it ought to be 
done. 

Mr. Mumma. I believe the secret of agriculture is the industrializa- 
tion of it. 

Mr. Crawrorp. We are just beginning to find out what to do with 
the stuff. 

Mr. Mumma. You know the rayon people are spending millions 
of dollars up in Canada right now for wood chips to make rayon. 

Mr. Crawrorp. Surely. I tell you another thing and this has been 
in the newspaper, the New York Tribune, otherwise I could not 
mention it; but there was a press release, about a fifth of a column. 

I had the papers in my hand yesterday, the signed contract. A 
group in Manila are building a $30 million plant south of Manila to 
do this thing you are talking about. They are going to make the 
Philippines independent of the rayon mills of Japan or any other 
country. 

Here is a $40 million market in the Philippines for cloth alone. We 
want the Philippines to develop. We want the Philippines to take 
this position in the economic structure of the Far East under Amer- 
ican know-how. And it is American know-how that is putting this 
$30 million dollar plant over there financed with Philippine capital. 

I know a lot of those Filipinos and they have got money if they 
want to use it, and they are going into this stuff you are talking about, 
except they are going into rayon instead of paper. The stuff is too 
valuable to make paper out of it. 

Here is what I mean. Pulp which will go into solution—that means, 
into a liquid, is worth $22 a ton. 

Imagine the value of your agricultural products, if you please, if 
you can put it into solution in the form of pulp, pulp in solution. That 
is what the world is crying for. 

Your paper does not reach the solution stage. It stops before it 
gets into solution. Your solution is far more valuable and we go to 
the far corners of the world to get that. 

They take these big trees and cut them up into little chips not much 
bigger thana thumbnail and about three times as thick. 

‘Mr. Parman. Mr. Crawford, I am sorry I missed part of your 
testimony, but I shall read it with interest. 

You know the regard I have had for you for years. In fact I have 
known Mr. Crawford before he came to the C ongress. I know some- 
thing about his record and his constructive service in government and 
outside of government, and I am always glad to listen to him with in- 
terest and appreciation. 

About the house construction in Puerto Rico, IT understand you 
made some statement that the people who want to build these houses 
are unable to get local financing because of the price of Government 
bonds. 

Mr. Crawrorp, Well, the bond market does not encourage the banker 
to expand too freely today. 
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Mr. Parman. I see your point. A lot of banks have these bonds and 
they have gone down § or 9 points and if they were to have to sell them, 
they would have to take a loss. 

Mr. Crawrorp. A terrific loss. 

Mr. Parman. Whereas if they hold them, they are carried on the 
books of the bank for examination and other bankers’ purposes at 
par. 

Mr. Crawrorp. Under the present ruling. 

Mr. Parman. Under the rulings of the examining department, of 
the Comptroller of the Currency, the FDIC, and Federal Reserve. 

Mr. Crawrorp. May I say this. 

Mr. Parman, Yes. 

Mr. Crawrorp. I think it would be awfully constructive if the 
Congress made that the law. 

Here is what I mean. You have gotten into something that is 
very far reaching. Suppose this is a bank board or the executive 
committee of the bank and you have $500 million worth of these bonds 
in your portfolio, you know the rules and regulations provide today 
those bonds are to be valued at par. 

Would vou not feel a little bit better if the law of the land said 
they should be valued at par 

Mr. Parman. Well, I don’t think there is any danger of changing 
that. If it was changed, it would break practically all of the banks 
in the country right now. 

Mr. Crawrorp. I would prefer, even though I knew it would not 
be changed, to have it in the form of law. 

Mr. Parman. The banks hold about 69 billions of those securities. 
The total capital structure of the banks will amount to between 
S11 and S12 billion. But the actual capital of the banks, I think you 
will find, is about 85 billion. So it would not take much of a reduc- 
tion in the price of bonds for the capital of the banks to be wiped out. 

[I suspect that some would be wiped out even now. 

There is nothing to be alarmed about because they are allowed 
to carry the bonds at par and the people are protected through the 
FDIC on their deposits. 

But is is a very unhealthy situation. 

Mr. Crawrorp. That is right. 

Mr. Parman. It occurs to me that instead of the Congress allow- 
ing these bonds to be carried on par that the Congress should be 
required in the open market to support Government bonds at par, 
since they were supported at par, as they were, for 10 or 15 years 
without any loss to anybody and without any cost to the Govern 
ment, without any cost to the Federal Reserve System: and if that 
is true, and it is, why shouldn't they be supported at par. 

What do you say to that, Mr. Crawford ¢ 

Mr. Crawrorp. Well, may I comment on that, on the time of the 
committee ¢ 

You take your last report of the FDIC, which covers all com- 
mercial banks and you can go through there and verify those figures 
which Congressman Patman has Just given us with respect to their 
holdings, and you will find that he is right on the button on it. 

If the banks are to hold 860 to S70 billions of these Treasury 
issues, we may find that we have got to take 3 or 4 steps. 


, 


{{) MISCELLANEOUS HEARINGS 


No. 1. the bants themselves have got to voluntarily agree in their 
hoard meetings that they are going to stop selling these bonds. 

I will repeat here just a little bit. Banks as banks should come 
to agreement in their own minds, I mean their operating board, that 
they will not dump Government bonds because in so doing they mess 
up their own nests, vou might say. 

“How do they do that?) They do that by getting an idea around 
through the bankers that this is no time to dump Government bonds. 
Mr. Parman. Use moral suasion. That is the biggest weapon. 

Mr. Crawrorp. IT saw a letter the other day which was addressed 
to the presidents of over 15,000 banks, which was read by several 
bankers before that letter was drawn, and put on the duplicating 
machines, urging the banks to do what I am talking about. I have 
heen in some of those meetings. 

Mr. Parman. You mean, to hold the bonds? 

Mr. Crawrorp. To hold the bonds and stop dumping, for the pro- 
tection of the people of this country and the protection of the banks 
and our general structure. That is No. 1. 

Secondly, I think the Comptroller of the Currency, through the 
bank-exemining machinery of the Government should get the word 
to the bankers. 

I mean, to every insured bank of this country, every national bank. 
Let us be more specific. 

The FDIC could doa certain job, too, that regardless of where this 
bond market goes, the rules and regulations are not going to be 
changed with respect to balance sheets for valuation purposes, 

Third, the Secretary of the Treasury ought to get the spokesman 
for the banks together and state to them as emphatically as the Sec- 
retary of the Treasury can, what he has in mind expecting the banks 
to do during the next 3 or 5 years with respect to these refunding 
operations, and financing of the deficits, whatever it happens to be. 

Having gotten that far, then let the Federal Reserve and the Open 
Market Committee boys come in and form some kind of an operating 
plan to stop this decline in Government bonds and get us back on 
a little sounder basis financially. 

Does that answer your question, Mr. Patman ? 

Mr. Parman. Well, of course it is your answer, and T understand 
your answer. Ido not agree with it, but [ understand what vou say, 
and the reason I do not agree with you is because I want the Govern- 
ment bonds supported at par. 

Now, if you were to use what the bankers call moral suasion on 
these banks to hold these bonds, would you say, hold them to par, 
or hold them to what point? 

In other words, not sell them unless they reach par, or reach 99, 
or 98, or what ? 

Mr. Crawrorp. No; I do not think that you could do it that way 
because a board of directors is responsible for its successful operation 
to the best of their ability and resourcefulness. 

We cannot say to them that you cannot sell your bonds or you must 
sell them not less than a certain figure. We can’t say that. 

But you could amend the law if you wanted to so that by law the 
Open Market Committee supported the bond market at par. 

I don’t see anything wrong with that, provided the Treasury, and 
that means the Congress and all, works along with a proper handling 
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of the deficit provision, because I don’t know any way that you can 
legally eliminate the free riders 

There might not be any free riders if the Open Market Comnu sat? 
supports the bonds at par, because you do not get any free ride 
you buy the bonds at par and sell at par. 

You have got. to be able to sell at a premium and if you cannot sell 
at a premium you have got no free ride. But you are not too far off 
on that proposition. 

Mr. Parman. I think the difference is between the Federal Reserve 
and the Treasury, prior to March 4:of 1951, where, relating to the 
Federal Reserve supporting the bonds above par, they supported 
bonds up to LOO, 

Mr. Crawrorp. Yes. 

Mr. Parman. I think if the Federal Reserve wanted to quit sup 
porting the bonds at premium prices and I think the Federal Reserve 
was right. 

In fact, P cannot understand how for any logical reason they could 
support the bond markec above a hundred. 

Mr. Crawrorp. Neither can I. 

Mr. Parman. But they did support it. They supported a premium 
price. ‘That made these free-ride people wealthy. A) few people 
cleaned up enormous wealth with free rides. 

Mr. Crawrorp, That is right. 

Mr. Parman. That was absolutely wrong. But there is a reason. 
I beheve, to support them jusi at par, and then if people know they 

can get their money, they are not so anxious for it. because they know 
it is there. 

It is just as it was before they had the FDIC. If there was a rumor 
about a bank, evervbody wanted their money. But the moment they 
found they could get their money, they didn’t want it. 

I think if we went back to the old tradition of supporting these 
bonds at par, very few people would want the money and not enough 
to embarrass any agency of the Government or the Federal Reserve 
at any time. 

Mr. Crawrorp. At the moment, if the Treasury wants to sell savings 
bonds, why should T buy at 2.9 when I can go into the regular market 
and buy regular bonds that pay me over 3 percent. 

Mr. Parman. Lam glad vou brought that up, Mr. Crawford. You 
certainly understand this thing because we have discussed this a lot 
of times over a period of 25 vears and I know your thoughts on the 
matter. 

But this is one thing which is not generally understood. The 
Treasury and Federal Reserve people always say they can wait till 
maturity and get thismoney. That is on the E and H bonds, I believe, 
they can wait until maturity and get their money. Bat if you want 
your money in 4 years or 5 vears, vou take practically no interest. 

That is not right, because if you want the opportunity of having 3 
percent for your money and having it ready at any time, vou should 
have the same right to buy 3-percent bonds and have them accumulate 
over the years or cash them in at par, as if you had bought the other 
kind of bond. 

That was the reason there was a member of this committee who 
had occasion one time to sell some property and he put every bit of 
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that money into United States Government bonds at 214-percent 
bonds. 

They had been supported at par and he had every reason to believe 
they would continue to have that support at par, so he paid a hundred 
cents on the dollar for a 214-perecent bond. 

Then they commenced going down and now they are down to 91, 
and if he were to sell them, he would get only $910 on the thousand. 

He made the point when Mr. Martin, Chairman of the Federal 
Reserve Board, answered a question that he asked about it, and Mr. 
Martin said, “You can hold the bonds to maturity. The holders of 
these bonds can keep them until maturity and get their money,”—but, 
he said, “Some of us won’t be here at maturity. We may want the 
money earlier than that and we should have the same right to get it 
as the holder of any other bond.” 

So it seems to me these people should be in the same position with 
regard to the Government bonds and they should have an opportunity 
to get their money back and I believe the gentleman will agree with 
me on that. 

Mr. Crawrorp. Well, with the Treasury facing a refunding prob- 
lem, we will save from $75 million to $90 million during the next 
12 months. 

Mr. Parman. Yes. 

Mr. Crawrorp. With deficits coming on top of that, my prediction 
that they are going to do something about this bond situation. 
Mr. Parman. They will have to do something about it. 

Mr. Crawrorp. Because they have set the pattern up there that is 
too high and disrupts the whole bond market. Long-term bonds 
jumped up to 314 one time. That means the 214-percent bonds selling 
at 91 will have to go down to 88, at least, in order to compare favor- 
ably with a 314-percent bond. 

So they are headed for at least 88, and all the other issues, the same 
way. Something has got to be done about it and we have a resolution 
calling on the Federal Reserve, that is, the Open Market Committee, 
and the Federal Reserve Board, to support the Government market 
at par, but not exceeding par, as was done before the so-called Treas- 
ury-Federal Reserve accord of March 1951. 

That resolution, which I introduced May 11, 1953, I introduced 
it for other members, as well as myself. It is sponsored by a majority 
of the Democratic members of this committee, and it is supported by 
our Democratic leader in the House, Mr. Rayburn, and it is supported 
by Mr. McCormack, and supported by other Members of the House; 
and we are going to insist on the passage of this resolution. 

I asked Mr. Wolcott today to give us a hearing on it, and we would 
like to have a hearing on it as soon as possible. 

He explained that he has some very urgent matters, and I am un- 
derstanding: I know that is so; but he is going to let us know in the 
early part of the week when he is going to have the hearing. 

But we are going to insist on this resolution to unfreeze those bonds 
that you are talking about that are now frozen, that are one of the 
main causes why people cannot get house financing to build houses, 
Mr. Parman. That is one of the main causes; is it not / 

Mr. Crawrorp. There is no question about it, Mr. Patman. 
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Suppose your bond market further breaks, substantially, say down 
toward 80. 

The tendency will be for every bank board in the country to try 
to get its portfolio in shape where there is not a bond in it with a 
maturity in excess of 5 years. 

What will that probably lead to? More selling of bonds, disgorg- 
ing of bonds through the banks, in self-protection. 

This refunding job is a headache. Somebody is going to have to 
do some very fast and serious thinking on this proposition, if the 
issues are to be resold by the Treasury, with which to take up the 
maturing obligations. 

Mr. Parman. The interest on the public debt is becoming increas- 
ingly a budget t proble m. I estimate the interest on the national debt 
this year will be $714, billion, much more than the entire budget was 
a few years ago. 

So well will have to give some attention to this problem very soon, 

Thank you very much, Mr. Crawford. 

Mr. Tatur. Mr. McVey 

Mr. McVey. I want to ask you this question, Mr. Crawford. If the 
Congress should support the bond market at par, would it have to 
buy a good many bonds? What effect would that have on the expan- 
sion of credit and inflationary tendencies ? 

Mr. Crawrorp. It does this. When the Open Market Committee 
goes in the market and purchases bonds from banks A, B, and C, it 
gives banks A, B, and C dollars with which to do more business. 

Suppose those banks use those dollars for inflationary loans. Then 
it can become very destructive. 

Suppose the banking authorities came along with banking regula- 
tions which prevented the banks from extending credit for inflationary 
purposes. You get into regulations, understand, and it is more or 
less disagreeable, whichever way you want to look at it. 

So the answer to your question is if the Open Market Committee 
supports the market at par and the banks sell a lot of bends, funds 
are made available for purposes which, if not prevented, could be used 
for inflationary purposes. 

Suppose the banks said the bonds are back at par, why should we 
sell them, let’s go back and buy some more so we can get the interest— 
then the banks can shift from inflationary loans, speculative loans, 
back to bonds, and that becomes a deflationary move. 

Does that make it clear to you? 

Mr. McVey. What is your feeling with regard to refunding of 
short-term debt ? 

Mr. Crawrorp. That takes me back to the dozens of quarrels I have 
had over the vears sitting in that seat back there, with Secretary of 
the Treasury Morgenthau and Assistant Secretary of the Treasury 
White, sitting here when I condemned them time and time again for 
financing the short-term debt on very low rates. 

I said to them, the chances are you won't have to meet the issue but 
some day somebody else will have to meet the issue and they will have 
to put the interest rate to a point which will induce the general publie 
to buy the long-term bonds at the high interest rates. 

The difference is we are still refunding the difference. And these 
deficits would come along on short-term paper which Mr. Morgenthau 
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and Mr. White put out at a time when the bond market is breaking, 
which creates an impossible situation. It is going to have to be 
corrected. 

Mr. McVey. What is the corrective measure f 

Mr. Crawrorp. Those specific points I made awhile ago would be 
part of it, and it would finally move into the absolute correction. 

Mr. Mr. Hiestand. 

Mr. Hiesranp. Is the island of Tortolla close enough to be included 
in that 

Mr. Crawrorp. I don’t believe it is. Tortolla is about 4 miles from 
St. Johns: Tortolla is a British island, and very close to St. Johns, 
one of the Virgin Islands. 

Mr. Hiesranp. That is all. 

Mr. Crawrorp. Thank you very much, Mr. Chairman, for the 
privilege of speaking to the committee. 

Mr. Tarte. Thank you very much, Mr. Crawford. We have en- 
joved having vou here. 

I note that Mr. Fitzpatrick is in the room. Do you desire to say a 
word at this time or shall I declare the meeting adjourned ¢ 

Mr. Fivzearrick. I have no comment, Mr. Chairman. 

Mr. Tate. Then our hearing for today will be adjourned and the 
committee will meet again on Monday morning at 10 o’clock for 
further consideration in executive session. 

(Whereupon at 4 p. m., the committee adjourned to meet Monday, 
June 15, 1953, at 10:30 a. m., in executive session.) 
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INTERNATIONAL WHEAT AGREEMENT AMENDMENT 


MONDAY, JULY 20, 1953 


House or Representatives, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman) 
presiding. 

Present: Messrs. Wolcott (presiding), Talle, Kilburn, Betts, 
D’Ewart, George, Oakman, Hiestand, Stringfellow, Brown, Patman, 
Rains, Deane, O’Brien, Bolling, and O'Hara. 

The CuarrmMan. The committee will come to order. 

We have met this morning to consider Senate Joint Resolution No. 
97, to amend the International Wheat Agreement Act of 1949. 

(S. J. Res. 97 is as follows :) 

[S. J. Res. 97, 83d Cong., 1st sess.] 
JOINT RESOLUTION To amend the International Wheat Agreement Act of 1949 

Resolved by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2 of the International Wheat 
Agreement Act of 1949 (63 Stat. 945) is amended by inserting before the paren- 
thesis at the end of the first sentence thereof the following: “and the agree- 
ment revising and renewing the International Wheat Agreement for a period 
ending July 31, 1956, signed by Australia, Canada, France, the United States, 
and certain wheat importing countries”. 

Sec. 2. Reference in any law to the International Wheat Agreement of 1949 
shall be deemed to include the agreement revising and renewing the Interna- 
tional Wheat Agreement. 

Passed the Senate July 13 (legislative day, July 6), 1953. 

Attest: J. Mark Trice, Secretary. 


The CHarrmMan. Without objection, we will insert in the record 
a letter of the Secretary of Agriculture to the Speaker of the House, 
dated June 24, 1953, and letters from J. G. Sanders, legislative coun- 
sel of the Granee, and Herman Fakler, vice president of the Millers 
International Federation. 

(The letters referred to are as follows :) 


DEP\RTMENT OF AGRICULTURE, 
Washington 25, D.C., June 24, 1953. 
The SPEAKER, 
House of Representatives. 

Dear Mr. SPE\KER: There is transmitted herewith for consideration by the 
Congress a draft of legislation whieh would emend the International Wheat 
Agreement Act of 1949 (63 Stat. 945) to extend the authority contained in that 
act for the purpose of implementing the agreement revising and renewing the 
International Wheat Agreement signed by Australia, Canada, France, the United 
Stoete, and 41 wheat-importing countries. 

The International Wheat Agreement Act of 1949 authorized the President, 
acting through the Commodity Credit Corporation, to make available, or cause 
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to be made available, such quantities of Wheat and wheat flour and at such 
prices as are necessary to exercise the rights, obtain the benefits, and fulfill the 
obligations of the United States under the International Wheat Agreement of 
1949, and to take certain other action necessary in the implementation of that 
agreement. Pursuant to this authority the Commodity Credit Corporation has 
made Wheat available under the agreement by using wheat acquired by it under 
its price-support program and by making export payments to commercial exporters 
for wheat and wheat flour exported to member countries of the agreement in 
accordance With the terms and conditions of the export-payment program. The 
rate of payment on such exports reflects the difference between the price of 
wheat on the domestic market and the price of such wheat under the agreement. 
All such transactions are reported by the Department to the International 
Wheat Council for recording in the records of the Council as credits to the 
guaranteed quantity of the United States. Most of the transactions thus recorded 
with the Council in fulfillment of the guaranteed quantity of the United States 
have been made through the usual and customary channels of trade. 

Section 2 of the proposed bill would make the provisions of section 112 (m) 
of the Economic Cooperation Act of 1948, as amended, applicable to the new 
agreement. Section 112 of the Economic Cooperation Act of 1948 was continued 
by section 502 of the Mutual Security Act of 1951 (22 U.S. C. 1653). Section 
112 (m) exempts from the pricing provisions of section 112 (Ce) of that act 
(which requires Commodity Credit Corporation to charge cost or domestic market 
price, Whichever is lower, on all surplus commodities held by the Corporation in 
its price-support stocks which are procured from the Corporation with foreign 
assistance funds and where the transfer to the recipient county is by grant) 
and section 4 of the act of July 16, 1948 (57 Stat. 566), (which requires Com- 
modity Credit Corporation to be fully reimbursed for all commodities procured 
to supply the needs of other Government agencies) wheat and wheat flour 
supplied to countries which are parties to the International Wheat Agreement 
ef 1949 and credited to their guaranteed purchases thereunder. Under this 
exemption Commodity Credit Corporation is authorized to assume the difference 
between the agreement prices at which the wheat wonld move, and market 
prices or Commodity Credit Corporation costs at which it was procured. It 
should be noted, however, that the exemption granted by section 112 (m) has 
not been available during the fiscal year 1953 by reason of the so-called Whitten 
amendment contained in the Mutual Security Appropriation Act, 19583 (66 Stat. 
655), which requires the payment to Commodity Credit Corporation of support 
price, including handling and storage charges, where commodities are purchased 
from Commodity Credit Corporation with funds appropriated for economic assist- 
ance by that act. 

The International Wheat Agreement, by its own terms, expires on July 31, 1953. 
The agreement revising and renewing the International Wheat Agreement has 
been transmitted by the President to the Senate to receive the advice and consent 
of that body on its ratification. The agreement submitted to the Senate would 
continue, with certain modifications, the 1949 agreement for a period ending 
July 31, 1996. Under the new agreement the guaranteed quantity of the United 
States is 270 million bushels for each crop year as compared with 253 million 
for the current crop year in the 1949 agreement. This quantity will be subject 
to adjustment in the event of nonparticipation by members of the present agree- 
ment or the participation through accession after the agreement enters into force 
of countries not members of the present agreement. The prices specified for the 
duration of the new agreement are: Maximum 82.05 per bushel, minimum $1.55 
per bushel as compared to $1.80 maximum and $1.20 minimum for the current 
crop vear in the 1949 agreement. 

Upon acceptance by signatory countries as provided therein by July 15, the new 
agreement will come into force on that date. This will permit the Council to 
take necessary action thereunder prior to the expiration of the 1949 agreement 
on July 31, 1958, and thus avoid any serious lapse in this arrangement of the 
international trade in wheat. As indicated, the Senate is now considering the 
matter of acceptance of the agreement by the United States. It is recommended 
that the Congress give immediate consideration to the proposed implementing 
legislation so that, in the event of United States participation in the new agree- 
ment, this authority will be available not only to enable the United States to 
meet its obligations upon the entry into force of the new agreement, but also to 
secure the full benefits of the agreement, particularly those of maintaining the 
competitive position of United States exporters in the traditional markets for 
United States wheat and wheat flour. 
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We are also submitting this proposed legislation to the President of the Senate. 
The Bureau of the Budget advises that enactment of this proposed legislation 
would be in accord with the program of the President 
Sincerely yours, 


Enclosure. 


(H. J. Res 


JOINT RESOLUTION To amend the Internati il Wheat Agreement Act of 1949 


Resolved by the Senate and House of Re presentatives of the United States of 
America in Congress assembled, That section 2 of the International Wheat Agree- 
ment Act of 1949 (65 Stat. 945) is amended by inserting before the parenthesis 
at the end of the first sentence thereof the following: “and the Agreement revis- 
ing and renewing the International Wheat Agreemeut for a period ending July 
31, 1956, signed by Australia, Canada, France, the United States, and certain 
wheat-importing countries.” 

Sec. 2. Reference in any law to the International Wheat Agreement of 1949 
shall be deemed to include the agreement revising and renewing the International 
Wheat Agreement. 


NATIONAL GRANGE, 
Washington 6, D. C., July 16, 1953. 
Hon. Jesse P. Wotcort, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington 25, D. C. 

Dear Mr. Woicorr: We would like to express for the record the wholehearted 
endorsement of the National Grange for the currently considered International 
Wheat Agreement. 

Our longtime faith in and endorsement of such an agreement is evidenced by 
the fact that we endorsed the two previously considered agreements; that we 
worke! with the Department of Agriculture and other organizations in the forma- 
tive stages of the presently considered agreement; and that we believe firmly in 
the necessity of international cooperation as a sound course for our Nation. 

We believe that the current agreement is a more acceptable agreement than 
the expiring one in the respect that the price range is around 25 cents higher 
per bushel than the old agreement. Although Great Britain has not joined in 
this agreement, the probabilities are that this will not impair the agreement or 
hinder its operation. 

We believe the prospects of the cost of the current agreement are much brighter 
compared with the cost of the expiring agreement. In the first place, the new 
agreement, as stated above, has a higher range of prices—higher by about 14 
percent—than the old agreement. Also, in the second place, the prospects are 
good that free market prices of wheat will be lower during the current agree- 
ment than they were during the life of the past agreement. In the third place, 
there is a reasonable prospect that at the next session of the Congress changes 
will be made in current price-support laws that could reduce, if not eliminate, 
any cost of implementing the agreement. A sound self-financing two-price system 
of support has received considerabie public attention and approval; and such a 
law could be devised which would eliminate the cost to the United States Goy- 
ernment of implementing the agreement. The National Grange has long been 
in favor of such a two-price system of support and will work hard for the passage 
of such a price-support measure in the 1954 session of the Congress. 

We thank your committee for the opportunity it has given us to express the 
position of the National Grange on this important issue. 

Very sincerely yours. 
J.T. SaAnvers, Legislative Counsel. 


MILLERS’ NATIONAL FEDERATION, 
Washington, D. C., July 16, 1953. 
Hon. Jesse P. Wotcort, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


Dear Mr. CHatrMAN: I am informed your committee will hold a hearing 


on Monday, July 20, on Senate Joint Resolution 97, which has alresdy been 
adopted by the Senate, 


E. T. Benson, Secretary 
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As the record will show, the Millers’ National Federation, representing the 
wheat flour milling industry of the United States, supported the ratification of 
the International Wheat Agreement of 1953 before the Senate Committee on 
Foreign Relations. 

Since implementing legislation authorizing the Commodity Credit Corpora- 
tion to function in behalf of the United States under the International Wheat 
Agreement is required, the enactment of Senate Joint Resolution 97 is essential. 

In behalf of the Millers’ National Federation, I have the privilege of endors- 
ing the resolution and I express the hope the House Committee on Banking 
and Currency will favorably recommend the resolution to the House of 
Representatives. 

In lieu of a personal appearance, I will appreciate it if this letter may be 
made part of the record of your hearing. 

Yours very truly, 
HERMAN FAKLER, 
Vice President. 

The Crarman. We have with us this morning Mr. John H. Davis. 
President of the Commodity Credit Corporation, Department of Ag- 
riculture. We would be glad to have you proceed, Mr. Davis. 


STATEMENT OF JOHN H. DAVIS, PRESIDENT, COMMODITY CREDIT 
CORPORATION, DEPARTMENT OF AGRICULTURE 


Mr. Davis. Mr. Chairman, my name is John H. Davis and I am 
here today representing the Department of Agriculture. I have with 
me some other men who worked closely on the International Wheat 
Agreement, Mr. Robert L. Gastineau, head of the Grain and Feed Di- 
vision, Foreign Agriculture Service; A. R. De Felice, Office of the 
Solicitor: A. A. Garthoff, Assistant Chief, Wheat Agreement Divi- 
sion, Grain Branch, PMA; and John Evans, of the State Department. 

They are here to answer detailed questions, if you have any, Mr. 
Chairman. 

I appreciate the opportunity to appear before this committee in 
support of proposed legislation to implement United States opera- 
tions in the export of wheat and wheat flour under the agreement re- 
vising and renewing the International Wheat Agreement of 1949. 
The renewed agreement was ratified by the President of the United 
States on July 14, 1953. 

Before discussing the proposed implementing legislation, I should 
like to outline in a brief, general way the principles of this agree- 
ment which, with certain revisions, extends for 3 years, beginning 
August 1, the International Wheat Agreement of 1949. A more de- 
tailed outline will be found in the Senate document labeled Executive 
H, copies of which have been supplied to the committee. This docu- 
ment includes the message of transmittal from the President to the 
Senate, a report on the agreement from the Secretary of State to 
the President, a summary of the agreement’s principal provisions, 
and the text of the agreement itself, 

Essentially the agreement provides for annual trade of specified 
quantities of wheat and wheat flour between member exporting and 
importing countries within a fixed range of maximum and minimum 
prices. Its objectives are to assure supplies of wheat to importing 
countries, and markets for wheat to exporting countries at equitable 
and stable prices. The basic rights and obligations of the agreement 
are found in the provision which requires exporting countries to sell 
at the maximum price and importing countries to buy at the minimum 
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price, when called upon to do so by the International Wheat Council 
(an administrative body composed of representatives of member 
governments ). 

The fundamental principles and provisions of the renewed agree- 
ment are little changed from those of the 1949 agreement, except for 
prices and quantities. Detailed provisions have been changed in some 
instances, mainly to secure improvements indicated by 4 years of op- 
erating experience under the 1949 agreement, which expires July 31, 
1953. The basic maximum and minimum prices for the last year of 
the 1949 agreement were $1.80 and $1.20 per bushel, respectively. In 
the new agreement, the maximum and minimum prices were increased 
to $2.05 and $1.55 per bushel, respectively, for the 3-year extension. 
These basic prices are for Canadian wheat in store at the lakehead 
(Fort William to Port Arthur). Equivalent prices for United States 
wheat at Gulf or Atlantic ports would be 15-20 cents per bushel high- 
er. Quantities of wheat pledged by each signatory country are as 
shown en pages 17 and 18 of the Senate Document Executive H. 

Negotiations leading to a renewed agreement were concluded in 
Washington on April 15,1953. During the period of time allowed for 
signatures, the pact was signed by 4 exporting countries (Australia, 
Canada, France, and the United States) and 41 importing countries. 
The exporting countries in the agreement have supplied about 80 per- 
cent of the total wheat moving in world trade during the past 4 years. 
Importing countries in the agreement include all of the major wheat 
importers except the United Kingdom. About two-thirds of the total 
world trade in wheat in recent years has moved under the 1949 agree- 
ment. 

May I now turn toa review of the United States participation in the 
1949 agreement? During the 4 agreement crop-years ending July 31, 
1953, the Commodity Credit Corporation of the Department of Agri- 
culture has conducted a program for the exportation of wheat and 
flour under the agreement. Sales are made by the commercial trade— 
wheat and flour exporters or flour miller-exporters—to buyers in 
wheat-agreement Importing countries. These transactions are re- 
ported to the CCC and if determined to be eligible for recording 
against guaranteed quantities under the provisions of the wheat agree- 
ment and the terms and conditions of the CCC program, they are con- 
firmed to the reporting exporter as eligible for export payment. After 
exportation has been made, payments are made to the exporter by the 
CCC at the rate per bushel of wheat or hundredweight of flour which 
prevailed at the time of sale. 

The export payment rates are announced by CCC daily, after the 
close of markets, by release to the press, through PMA commodity 
offices, and on the ticker news service. These export payments enable 
exporters to purchase wheat or flour at market prices in the United 
States and to sell to wheat-agreement member countries at prices con- 
sistent with the basic wheat-agreement maximum price. 

The program requirements are such as to make participation prac- 
ticable for small business or for any exporter regularly engaged in the 
exportation of wheat and/or flour. Insofar as practicable, customary 
practices and procedures applicable to ordinary commercial exports 
are permitted and encouraged, and only such minimum departures 
are employed as are necessary to insure compliance with provisions 
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of the wheat agreement and realization of the full benefits to the 
United States. 

Operating experience during the 4 years of the 1949 agreement has 
demonstrated that it is administratively workable. There were some 
misgivings in the trade in this respect before the agreement came into 
force, but the trade has since borne witness to the fact that the dif_i- 
culties that were feared have never materialized, 

A summary of United States guaranteed quantities and United 
States sales for the 4 vears under the 1949 agreement, is as follows: 


United Stats 

guaranteed United States 
IW A year ending July 31 quantity sales (millions 

(millions of of bushels) 

bushels 

1950 236 163 
1951 248 249 
1952 255 
253 253 
Total __. | 992 920 


The only estimate in these sales figures is reflected in the 253 million 
bushels for the year which will end July 31, 1953. Actual sales 
through July 15 totaled 246 million bushels and it is expected that by 
July 31 the aggregate of sales will approximate the guaranteed 
quantity. 

By far the major part of total sales under the agreement has been 
handled by the private trade. Each year the amount of wheat sup- 
plied by the CCC has diminished. During this past year the CCC 
proportion was less than 5 percent of the total. 

The export-subsidy cost to the United States, in connection with the 
sales totals which I have just read, will average approximately 61 cents 
per bushel, or a total of 8565 million for the 4 years. Due to the 
increase in the maximum price under the renewed agreement and to 
United States market and other factors, it is estimated that the per 
bushel cost under the renewed agreement will be less than 61 cents. 
We estimate that for the first year the export-subsidy cost will be about 
40 cents per bushel, or a total of about $108 million, based on the 
United States tentative guaranteed quantity of 270 million bushels. 

In estimating this subsidy cost, we have assumed that wheat prices 
in the coming crop year will average at about the same levels as during 
the past year and that prices under the agreement for the top classes 
and grades of wheat will be at the maximum. This estimate of 40 
cents per bushel might be higher than the actual costs. Price-support 
levels will be slightly higher than during the past year, but, on the 
other hand, the total supply of wheat in the United States—that is, 
carryover and new crop production—are now estimated to be about 
9 percent higher; also, current market prices are below those of a year 
ago. 

It is the usual pattern for wheat prices to strengthen following the 
harvests and to remain at higher levels until about March or April. 
Moreover, the experience of the past 4 years has shown that the heav- 
iest sales under the agreement are not during the early part of the crop 
year when prices and subsidy costs are comparatively low, but that 
they occur during the winter months when prices and subsidy costs 
have increased. 
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This is due in part to the closing of navigation on the Great Lakes 
and the St. Lawrence, which reduces the availability of Canadian 
wheat, and in part to the fact that early in the crop year most import- 
ing countries rely on their own production rather than on imports. 

The actual cost could, of course, also be higher than the estimate of 
40 cents. This could happen if prices of wheat in the United States 
were to rise above the past year’s level or if selling prices under the 
agreement fell below the maximum, 

If prices of free wheat in the world—wheat sold outside the agree- 
ment—fell below the agreement maximum, selling prices under the 
agreement also would go below the maximum. During the last week 
in June 1953, Canada’s price for class Il wheat, which is the wheat 
Canada sells outside the agreement, fell to a low point of $1.9714, 
which was equal to $1.98 in United States funds, or 7 cents under the 
maximum price under the renewed agreement. 

However, it has gradually recovered until it stood at $2.07 United 
States funds last Friday. This class II price perhaps is today’s most 
representative measure of the world price for free wheat. 

We have not made any cost estimate beyond the first year in the 
renewed agreement because most of the uncertainties in forecasting 
more than 1 year ahead the United States wheat prices and the sell- 
ing prices which may prevail under the agreement. 

I should now like to refer to the proposed legislation to imple- 
ment the renewed agreement. On June 24. 1953. the Departinent 
of Agriculture submitted a draft of proposed legislation for con- 
sideration by the Congress. This draft was reported by Senator 
Langer for the Senate Committee on Foreign Relations as Senate 
Joint Resolution 97 and was passed by the Senate on July 15, 1953. 
It is now under consideration by this subcomuinittee. 

Senate Joint Resolution 97 amends the International Wheat Agree 
ment Act of 1949 (63 Stat. 945) to extend the authority contained 
therein for the purpose of implementing the agreement revising and 
renewing the International Wheat Agreement. 

That act authorized the President, acting through the CCC to make 
available or cause to be made available, such quantities of wheat and 
wheat flour and at such prices as are necessary to exercise the rights, 
obtain the benefits, and fulfill the obligations of the United States 
under the International Wheat Agreement of 1949, and to take certain 
other action as may be necessary in the implementation of that agree- 
ment. 

Under this authority, the CCC has made wheat available under the 
agreement by using wheat acquired by it under its price-support pro- 
gram and by making export payments to exporters for wheat and 
wheat flour exported to member countries of the agreement in accord- 
ance with the terms and conditions of the export-payment program. 

I have described the manner in which these export-payment pro- 
grams have been conducted. The act requires the Corporation to 
utilize the usual and customary channels of trade and commerce to 
the maximum extent practicable in making wheat available under the 
agreement and as I have indicated, most of the transactions recorded 
with the International Wheat Council as credits to the guaranteed 
quantity of the United States under the agreement have been made 
by the private trade. 
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The Corporation is reimbursed for the actual costs of carrying out 
such functions under the act through payments made to it from 
funds appropriated for such purpose, as authorized by the act. 

The International Wheat Agreement Act of 1949 also empowers the 
President, or such ageney as he may designate, to regulate imports 
and exports of wheat and wheat flour to the extent necessary to imple- 
ment the agreement. ‘The President may also issue such rules and 
regulations respecting the keeping of records by persons engaged in 
exporting or importing wheat and to permit the inspection of such 
records, as he may deem necessary to accomplish the purposes of the 
act. 

It is urged that enactment of Senate Joint Resolution 97 be expe- 
dited as much as possible. 

Thank vou, Mr. Chairman. That concludes my statement. 

The Carman. Thank you, Mr. Davis. Are there any questions? 

Mr. Parwan. Mr. Chairman, may I say that I do not know any of 
the officials of the Department of Agriculture, except two gentlemen, 
one, Mr. John Davis, our present witness, and the other, Mr. Karl 
Loos, General Counsel, and IT have great confidence in any depart- 
ment that they have anything to do with. If Mr. Benson, the Secre- 
tary of Agriculture, has been as successful in getting other men as 
good as Me. Lavis and Mr. Loos, vou certainly have an excellent team 
in the Department of Agriculture. 

I don’t know any of the rest of them, but T know these two gentle- 
men, and they are just tops in anything they do. 

Mr. Davis. Thank vou. 

Mr. Parmwan. Tam glad to say you have served your country faith- 
fully and well since T have known you. 

Mr. Davis. Well, thank you, Mr. Patman. 

Mr. Brown. Mr. Chairman. 

The Ciamman. Mr. Brown. 

Mr. Brown. What is the market price for wheat in this country? 

Mr. Davis. The market price of wheat now ? 

Mr. Brown. Yes. 

Mr. Davis. Well, it depends upon the location. The price in Chi- 
cago is about 82—a little over $2, $2.05, $2.07. That is about 40 cents, 
I guess, below the loan value. 

Out into the country, in places, the difference has been greater than 
that. But it is coming back up. 

Mr. Brown. I notice in the new agreement, the maximum and mini- 
mum prices were increased to $2.05 and $1.55 a bushel. That is about 
the price of wheat in this country now, is it not? 

Mr. Davis. The $2.05? 

Mr. Brown. Yes. 

Mr. Davis. That is right. 

Mr. Brown. Thank you. 

Mr. Rarys. Mr. Chairman, I have a question or two. 

The Cuatrman. Mr. Rains. 

Mr. Rarns. Mr. Davis, is it correct—I believe you just stated to 
Mr. Brown that wheat is selling something like 30 to 40 cents below 

the price at support level. 

Mr. Davis. That is right. 

Mr. Rarns. Is it a fact that it is selling at a lower price than support 
level because of lack of storage? 
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Mr. Ratns. Has there been, or is there any plan under way, to pro- 
vide the storage that is necessary for wheat / 

Mr. Davis. Yes. We have tried to urge farmers to reseal old 
Wheat and to use farm storage and even temporary storage, and we 
have relaxed our requirements for eligible farm storage and even local 
storage for 3 months in some 6 or 8 States, where the problem is most 
acute, in order that they can qualify for an interim loan. We have 
even authorized the interim loan on wheat on the ground in some of 
the dryer counties of the wheat area, and that has done considerable 
to help stabilize the price. 

Mr. Rains. As I understand it, the Department of Agriculture has 
un agreement to build storage for about 98 million bushels—is that 
somewhere near correct ? 

Mr. Davis. The contracts to build storage? 

Mr. Rains. Yes? 

Mr. Davis. Those are the new bins, you are talking about ? 

Mr. Rats. Yes. 

Mr. Davis. Yes; we have purchased somewhere about 90 million 
bushels of new bins. 

Mr. Rarns. I read in the paper where those bins are not going to 
be available for storage for this year’s crop. Is that right ? 

Mr. Davis. That is not true. They will not be available for stor- 
age for wheat. The big use for bins has been corn all during the 
years. In the case of wheat it is good practice to store wheat in ele- 
vators where it can be protected against insect infestation and rodent 
infestation and turned. 

Now, 85 percent of corn is used for feed in localities where it is 
grown. ‘There you have an entirely different problem. In this case 
it is not a matter of bins not being available, as soon as we thought, 
and therefore not being available for wheat. When they were pur- 
chased, the idea was that they would be used largely for storing corn. 
corn. 

Now, in the case of the wheat, we have moved ships into the Hudson 
River, and into the James River, and we have authorized the use of 
such temporary things as flat storage facilities and anything that has 
a good roof over it that would keep wheat dry in the wheat areas, and 
even have authorized its storage on the ground in dry areas. 

Mr. Rains. Where wheat is stored on the ground, the deterioration 
belongs to the farmer and there is no insurance of any kind against 
that; is there? 

Mr. Davis. No, but the loss in those counties is usually very light, 
and if it is gotten under a roof in a matter of a few weeks or even 2 
or 3 months, it is all right. And of course if the price is 30 or 40 cents 
under the loan value, it is much to the farmer's advantage to keep it 
there rather than to put it on the market. 

Mr. Ratrns. I know very little about wheat, but T read in the paper 
that the wheat buyers told the wheat farmers there was no space to 
store their grain, but they would buy it at the present low price. Is 
that correct / 

Mr. Davis. There are probably cases of that kind. That is generally 
not true. On the whole, we get pretty good cooper: ation W ith the e Je- 
vators: but there have been cases where that would be true. 


Mr. Davis. Th: at is prob: ably bg biggest factor. 
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Mr. Rains. Getting back to the wheat agreement, I must confess 
1 don't understand it thoroughly myself, and 1 doubt if there are very 
many Congressmen who do have a thorough understanding of it. 

I know it was operating in 1947 and then in 1948 we cut it out, and 
then went back in 1949, that at the present time there is an agreement 
ready to be signed once the Congress passes this bill—or is there still 
a difference between the United States and England on the price? 

Mr. Davis. The agreement has been approved, as far as the United 
States is concerned. England has just decided that she is not going 
in on it this time. 

Mr. Rarns. Is that because of the nickel difference between the $2.05 
and the $2 or is there somebody being bullheaded about it ? 

Mr. Davis. Well, I don’t know their motives exactly. They did, in 
the negotiations, as I understand it, indicate that they would have 
signed at $2: but they refused to sign at $2.05. As to whether it is 
the difference on that nickel, 1 am not sure; but anyway, they are not 
in it. 

Mr. Ratns. In other words, that is final. These are not going to be 
in the agreement ? 

Mr. Davis. Well, they could come in later. 

‘The Cuairman. May I suggest the representative of the State De- 
partment, Mr. John Evans, is here, if you want to question him. 

Mr. Rats. All right. 

Now, Mr. Davis. if there is a drop in the world price of wheat of 5 
cents, how is this going to affect the United States taxpayer ? 

Mr. Davis. If it drops? 

Mr. Rains. If the world price of wheat drops, let us say, as much as 
5 cents as a result of the United Kingdom’s position, how much of a 
burden is that drop in the price of wheat likely to cost American wheat 
farmers ? 

Mr. Davis. Well, I am not sure that their unwillingness to sign it 
will have that effect. The biggest source of wheat for export, is, of 
course, the United States and Canada. 

Now, I think the end result there is going to depend pretty well on 
the policies of those two countries. 

Of course if your assumption were right, and the price did drop 5 
cents, because they did not sign it, then it would be 5 cents times the 
amount of wheat which we are committed to, which is 270 million 
bushels, if they did sign it; but it will be something less than that if 
they didn’t sign it. 

Mr. Rarns. Who are these industry advisory committees that have 
to do with this wheat? I don’t mean the names but how are they 
composed 

Mr. Davis. Do you want to explain that, Mr. Gastineau ? 

Mr. Gastineau. May I identify mvself for the record / 

IT am Robert L. Gastineau, head of the Grain and Feed Division of 
the Foreign Agriculture Service of the Department of Agriculture. 

The industry groups which served with the United States delega- 
tion in forming the position on the agreement were composed of rep- 
resentatives of the major farm organizations, the Farm Bureau Fed- 
eration, the Farmers’ Union, the Grange, and the Grain Co-op, the Na- 
tional Grain Trade Council, the Millers National Federation, and 
there was a representative of the National Association of Wheat 
Producers. 
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Mr. Rains. That is sufficient. 

Who is the congressional advisory committee ? 

Mr. Gastineau. There were six members each from the Senate and 
the House of Representatives. 

Mr. Rains. From the Agricultural Committees or in part from the 
Foreign Affairs? 

Mr. Gastineau. As I recall, there were 2 members from each of the 
Agricultural Committees, 2 from the Foreign Relations and Foreign 
Affairs Committees, and 2 from Appropriations. 

Mr. Rains. They made recommendations, of course, with reference 
to the things that should be done at the Wheat Council or the sik ening 
of this deal, and I am informed they recommended that the United 
States lower its price to 214 and the United Kingdom would come to 
$1.80, and they further urged that the $2 which Great Britain offered 
be accepted. 

Is that correct or not—these advisory committees? 

Mr. Davis. I am not sure. 

Do you know / 

Mr. Gastineau. I think the net result of the decision by the advisory 
committees and the delegation is represented by the price that was 
finally negotiated, $ $2.05. 

Mr. Rains. I don’t understand that. If it is true that they urged 
Great Britain to come up from $1.80 and us to go down from $2.25 and 
Great Britain finally came to $2 and did not sign, [am trying to find 
out if somebody butchered the meeting. I want to see why they could 
not get together. Who was in charge of the agreement, Mr. True D. 
Morse ? 

Mr. Davis. Yes; he was, for the United States. 

Mr. Rains. Do you have any information other than just the bare 
record 

Mr. Davis. No; [ personally haven't. Mr. Morse would be here this 
morning, but he isin London. That is why I am here in his place. 

Do you know, Mr. Evans? 

Mr. Evans. I don’t think I can add anything. 

Mr. Brown. What percent of the supply of wheat does Canada and 
the United States produce ? 

Mr. Davis. The what that goes into the International Wheat Agree- 
ment ¢ 

Mr. Brown. Yes. 

Mr. Davis. Over half. 

Mr. Brown. The United States and Canada produce probably 75 
percent of the world’s wheat ? 

Dr. Davis. Not of the whole world. Wheat is produced in almost 
every country and most of the wheat is consumed locally; and then 
they import more. 

Mr. Brown. England doesn’t produce a great deal of wheat ? 

Mr. Davis. Not a great deal. She imports more than she produces: 
but she produces wheat, though, 

Mr. Rains. I know that. But she is doing the buying. Somebody 
has got to buy. 

Those are all the questions I have. 

Mr. Brown. As I understand it, under the Commodity Credit Cor 
poration, you loan 90 percent of parity on wheat ? 
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Davis. Yes. 

Brown. That law expires when? 

Davis. You mean the 90 percent of parity ? 

Brown. Yes. 

Davis. It doesn’t expire. There is a provision that makes 
latory the loan at 90 percent on certain commodities, including 


wheat, that will expire in 1954. But the authorization is to make 
loans at 90 percent if the production is within certain limits, and it 


Il there, and it is mandatory, if the production is within certain 
s. Our authority to make loans continues indefinitely. 
*. Brown. But what about the 90 percent of parity? That just 


extends to 1954? 


Davis. That is right; except, if production is kept within 


bounds, we are still required to support at full 90 percent. 


*. Brown. It will be interesting to see what happens when it 
s to extending the 90 percent of parity. I don’t grow much 
t, but IT am interested, because I grow some other crops. 


Thank you. That is all. 
*, Hiesranp. Mr. Davis, how much wheat do you estimate is in 


ge today 
* Davis. How much wheat is in storage? 


Mr. Hiestanp. Yes; approximately. 
. Davis. You mean carryover wheat or all that CCC has in 


ge now? 
*. Hiesranp. The total you have in storage, as of now. 


'. Davis. Commodity Credit has something under 500 million 


‘Is of old wheat we are carrying over. 


. Hiestanp. How much would you anticipate we are going to 
A 


to put in storage in this current vear? 


*. Davis. Do vou mean, how much will be put under loan? 
Hresranp. Yes. 
, Davis. I don’t have a figure right in mind, but it is going to be 
a large amount. 
Mr. Hiesranp. Exceeding 100 million? 
Mr. Davis. I expect it will exceed 500 million or 600 million. It 


t be that size. I don’t know. 


Mr. Hirsranp. How much do we anticipate exporting? 
Mr 


Mr. Hirsranp. I don’t care about extreme accuracy; just give it in 


. Davis. I can get you a more accurate estimate for the record. 


1 numbers. I was just trying to get in mind a picture of the 

em which we are facing. 

iat have we been exporting? 

. Davis. What have we been exporting, Mr. Gastineau / 

. Gastineau. Wheat exports have averaged about 400 million 

‘Is a year since World War II. The exports for the year just 

| totaled about 315 million bushels. 

. Hirsranp. How much are we importing ? 

. Davis. 800,000 bushels, T think. 

. Hirstanp, Not even a million ? | 
. Davis. Yes: we have a quota under section 22 of 800,000 bushels. | 
does not include wheat for feed. But that includes wheat for 


. Hiestanp. That is a different problem, and that is not covered 
‘these provisions? | 
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Mr. Davis. Yes. 

Mr. Hiesranp. What is the cost to the Government of the present 
subsidy arrangements / 

Mr. Davis. Do you mean, of the wheat agreement / 

Mr. Hresranp. Yes. 

Mr. Davis. Under the old one, we said it ran about 61 cents per 
bushel. 

Mr. Hiestranp. What would that be, in aggregate dollars? 

Mr. Davis. The best estimate I could make for the next year is that 
would cost probably 40 cents. 

Mr. Hiesranp. In dollars, that is what? 

Mr. Davis. We don’t know exactly what the amount is going to be. 
Now, England is out; but T would say that it is somewhere in excess of 
200 million bushels—and that would be, let me see—— 

Mr. Hresranp. That would be a cost of $400 million ¢ 

Mr. Davis. No, sir. At 40 cents. it would be S80 million. 

Mr. Hiesranp. Just the deficit, the difference. I see what you mean. 

Mr. Davis. Yes; somewhere around S80 million or $85 million. 

Mr. Hiesranp. Have you offhand the amount under loan? How 
much have we loaned under our existing stocks, still due / 

Mr. Davis. Iam not sure that I understand you. 

Mr. Hirstanp. If we support these prices by loan and presumably 
the loans are paid in current, how much is our present assessed loan 
value? 

Mr. Davis. Do you mean the loan value per bushel ? 

Mr. Hiestanp. No; the total. 

Mr. Davis. Well, you see, as of April 30, we acquired most of the 
wheat that was under loan last year, and that is approximately 500 
million bushels that we now have in that category. 

The wheat now under loan is just the small amount resealed. It 
is this small amount now, because the wheat has just been harvested 
and not put in storage. 

Mr. Hiesranp. But our previous loans have been liquidated? Is 
that right? 

Mr. Davis. Liquidated in the sense that we have acquired the wheat 
and the farmer has elected to deliver the wheat in satisfaction of the 
loan. 

Mr. Hiestanp. So the net cost to the Government was about $80 
million. 

Mr. Davis. No; that $80 million is the estimate of the next year’s 
operation of this wheat agreement. 

Mr. Hiesranp. What I am trying to figure is how much this is going 
to cost the Government a year to pursue this program. 

Mr. Davis. The total cost, during the past 4+ years, was about $565 
million. 

Mr. Hiresranp. I see. 

Mr. Davis. That is an average of 61 cents per bushel on all the 
wheat moved under the agreement. 

We estimate for this next year it will be 40 cents a bushel, or $80 
million to $85 million. 

Mr. Htiestanp. Rather than the average of $125 million. 

Mr. Davis. Yes. 

Mr. Hirstranp. Thank you very much. 
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Mr. D’Ewarr. Mr. Chairman. 

The Cnamman. Mr. D’Ewart. 

Mr. D’Ewarr. You state that you had made arrangements so that 
wheat could be resealed and remain under storage. I have a wheat 
farmer in my district with 40,000 bushels under storage in April, In 
April you asked for delivery of that wheat. In May you changed your 
policy and decided to encourage further storage, so he made applica- 
tion when you changed your policy, to reseal that wheat and put it 
again under storage, and you denied him that opportunity. 

I have never been able to understand why, if a farmer had wheat 
under adequate storage, because of one policy in April, which is to 
take delivery, and then a change of policy in May, to encourage futtre 
storage, you were not willing to reseal that wheat and make him a new 
loan. 

Mr. Davis. Well, I don’t know where his wheat is. 

Mr. D’Ewarr. It is on the Crow Indian Reservation, in Montana. 

Mr. Davis. In farm storage 4 

Mr. D’Ewarr. In farm storage in a quonset hut, with a floor, and a 
loan was made on it last year. 

Mr. Davis. I don’t know the answer to your question, but if yeu will 
write to me and give me the facts on it I will let you know. 

Mr. D’Ewarr. I did write to the Department of Agriculture, and 
they refused to reconsider, and they insisted the wheat could not go 
into storage again. 

I will write you again, however. 

But LT eannot understand, in view of the difficulties we experienced, 
the car shortage, only permitting wheat to be shipped when you had a 
place to put it at the terminal, why you would not reseal that wheat 
again in place. It is just beyond me. 

Mr. Davis. I don’t know. I am not familiar with the faets right 
now. 

Mr. D’Ewarr. I will give you the facts. 

Mr. Davis. All right. 

Mr. D’Ewarr. That is all. 

Mr. Brown. Mr. Chairman. 

The Cratrman. Mr. Brown. 

Mr. Brown. Mr. Davis, I would like to make this observation. We 
do not grow a great deal of wheat down in my part of the country, but 
we are growing more and more every year. We appreciate the value 
of the grain elevator at Athens, Ga. It will help our production. 

Are you familar with that / 

Mr. Davis. Yes. 

Mr. Brown. | think that vou will find people all over the country 
are interested in building grain elevators. , 

Mr. Davis. I think so. I think we need more elevator space all over 
the country. 

Mr. Brown. T quite agree, Mr. Davis. IT am satisfied we should 
have more thoroughout the country. 

Thank von. 

Mr. Botting. Mr. Chairman. 

The Cramnan. Mr. Bolling. 
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Mr. Botuine. Mr. Davis, I understand that the United States dele- 
gation headed by Mr. Morse had authority to make the decision on 
the negotiations, but that there was an in idustry advisory committee 
and a “congressional advisory committee and that under those cir- 
cumstances, if the industry advisory conunittee or the congressional 
advisory committee h: id made cert: ain reconmmena: ations, it woul L not 
have been incumbent upon the delegation to follow the recommenda- 
tion. 

Mr. Davis. No: I think not. 

Mr. BoLuina. Is it possible for someone to supply for the record 
the fact whether or rot the industry advisory committee and the 
congressional advisory committee recommended certain action with 
regard to the United States position coming down from 8z.05 to 82? 

Mr. Davis. I think it would: I think we could give vou the facts. 

Mr. Bouiine. I think it is pertinent to the record, and, Mr. Chair- 
man, [ would like to have that information supplied, if it could be 
supplied. 

The Ciamman, If it can be supplied—— 

Mr. Davis. I will see. 

The CiairMan. Without objection, it Tht be inserted. 

(The information referred to is as follows :) 


DEPARTMENT OF AGRICULTURE, 
Washington 25, D.C... August 3. 1953. 
Hon. Jesse 
Chairman, House Banking and Curreney Committer 
House of Representatives, Washington. D.C 

Dear Mr. Wotcorr: Reference is made to the question raised by members of 
your committee during the recent hearings on Senate Joint Resolution 97, as 
to the recommendations made by our advisory committees durine the final stages 
of the negotiations revising and renewing the International Wheat Agreement 
of 1949. Since I was the United States delezate to this conference it is felt 
that IT would be best able to supply the desired information. T regret that my 
absence from the country has prevented au earlier reply to this question, which 
Was phrased by Congressman Bolling as follows 

“Is it possible for someone to supply for the record the fact whether or not 
the industry advisory committee and the congressional advisory committee rec 
ommended certain action with regard to the United States position coming down 
from $2.05 to $27" 

My answer to this question is that the advisers on the United States delega 
tion who represented the congressional and industry advisory committees did 
not recommend that the United States accept a maximum price in the renewed 
agreement of $2 per bushel. In fact, as the final negotiations occurred, there 
Was no occasion for such a recommendation on their purt 

The final stage of the negotiations on prices took the form of a resolution, 
introduced by Canada, for the Wheat Council's consideration that a renewal 
of IWA be recommended to governments with a maximum price of $2.05 per 
bushel and a minimum price of $1.55 per bushel. Action on this resolution re- 
sulted in 45 countries, or all but the United Kingdom, concurring It was not 
until his vote on this resolution that the delegate for the United Kingdom an 
nounced that his country was unable to accept a renewed agreement at a maxi- 
mum price higher than $2. Upon adoption of this resolution by the council, 
there was no occasion for the United States to consider the final offer of $2 by 
the United Kingdom, ; 

Sincerely yours, 
True D. Morse, Under Seere 

Mr. Gastineau. May I make one comment on the question? 

The CHarrMan. Yes. 

Mr. Gastineau. In the history of the negotiations, which |: asted for 


10 weeks, there were 45 countries finally agreed on $2.05, and it was 
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at that point that the delegate for the United Kingdom announced 
that $2 was as high as they could go. 

So we had an agreement between 45 countries at $2.05, in the final 
stages of the negotiations, and it was not until we reached that point 
that the United Kingdom delegate announced that $2 was as high 
as they could go. 

Mr. Bourne. That is a good prelude to the next series of questions 
that I have. 

Mr. Davis. I assume what you would like to have on this record is 
what actually did take place, and we will try to give you the fairly 
complete story on it. 

Mr. Boturne. 1 have been looking at this table set up on pages 
17 and 18 of this Senate document, Executive H, and I notice, if I 
understand it correctly, that the United Kingdom would have pur- 
chased, if it had signed this agreement, somewhere between 29 and 
30 percent of the total of guaranteed purchases—one-hundred-and- 
seventy-seven-million-odd bushels, of a total of 595,542,052 bushels. 

In other words, as a purchaser, the United Kingdom is far and 
away the largest guaranteed purchaser, and its purchases represent 
roughly 29 to 30 percent. 

Mr. Davis. That is correct. 

Mr. Bouuine. Then I note on the next page, on page 18, that the 
United States is the largest seller, guaranteed seller. And that under 
the agreement, if all had ratified it, that we would have been com- 
mitted to make guaranteed sales of roughly 45 percent of the total, 
two-hundred-and-seventy-odd-million bushels. 

The thing I am trying to figure out in my own mind now that 
the United Kingdom has not ratified the treaty, does that mean, in 
effect, that the United States will scale down its guaranteed sales to 
29 or 30 percent ? 

That would presumably have been its share of the United Kingdom 
market. 

Mr. Davis. That part of it is under negotiation in London right 
now. Because the countries were gathering for this sugar confer- 
ence over there, the Wheat Council, which is located in London, has 
gotten the countries together for a meeting of the Council, and that 
is under consideration now. 

It means that each country will be affected somewhat in propor- 
tion to the totals, 1 would think, by failure of England to come in 
for its 177 million bushels. 

Mr. Boutinc. That would mean, in effect, translated into figures, 
that our guaranteed sales would be reduced roughly 29 to 30 percent, 
or about 50 million bushels, if my mathematics is correct ? 

Mr. Davis. Yes; our quota will be somewhat a little above 200 mil- 
lion bushels. 

Mr. Botiine. A little above? 

Mr. Davis. Yes. There have been some other countries come in 
for some additional amounts since these figures were prepared. 

Mr. Bouitine. All I am trying to get at is what appears to be the 
obvious fact that the United Kingdom’s signature, in terms of our 
guaranteed sales, might be considered, in some sense at least, a good 
deal more important than the opinion of Costa Rica, or almost all 
the other countries. 

Mr. Davis. England is the biggest importer. 
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Mr. Bottine. So the question of $2 and $2.05, is very important? 

Mr. Davis. It is, if the price is below $2.05. 

With the market price at harvest time around $2.05 to $2.07, I 
think there is a fair chance that the market price may be higher than 
this maximum. 

In fact, that is what we have estimated it will be on the whole for the 
year—40 cents higher than the maximum. 

Which would mean that England would not be getting wheat 
cheaper than the wheat agreement. Probably the converse would be 
true. 

Mr. Boturne. That, of course, remains to be seen. 

Mr. Davis. That is right. 

Mr. Boturnc. Thank you. 

The Cuatrman. Mr. Davis, Great Britain is not a signatory of 
the treaty. Therefore she does not agree to make any purchases from 
the signatory countries. 

Mr. Davis. That is right. 

The Cuarrman. Has she been getting most of her wheat from the 
wheat-agreement countries, heretofore / 

Mr. Davis. Yes, she has. She gets most of her wheat from Canada 
and the United States, the biggest amount from Canada, I believe. 

The Cuamman. Where does she expect to get her wheat from 
now on? 

Mr. Davis. I think she would have to get it in large part from the 
same places. 

The Cuairman. Provided the price is lower than the agreement? 

Mr. Davis. As I said awhile ago, with the prices as thev are at 
harvest time, it does not look to me as though that is going to be the 
situation. 

The CHatrrmMan. One of the reasons for that question is that there 
has been some comment that we should not continue to make loans to 
Great Britain for the purchase of wheat from China or Russia. 

Mr. Davis. Well, that is a matter of policy that I don’t think I 

The CHarrman. It isa matter of policy ? 

Mr. Davis. Yes. I am very well acquainted with it but I am not 
qualified to advise you on it. 

The CHatrrman. Are there any further questions? 

Mr. D’Ewarr. Yes, Mr. Chairman. 

Mine is direct to the chairman, and it is directed to the chairman 
as coming from a new member of the committee. 

I would like to ask the chairman in what way this matter comes 
under the jurisdiction of the committee ? 

The CuarrMan,. This comes to our committee because this ecommit- 
tee has jurisdiction over Government corporations, including the Com- 
modity Credit Corporation, and in this case, it requires legislation for 
the Commodity Credit Corporation to make available funds to imple- 
ment the agreement. 

Mr. D’Ewarr. We can ratify this treaty by accepting this Senate 
joint resolution ¢ 

If we do not pass this bill, then there is no authorization for appro- 
priations to effectuate our part of the treaty, as | understand it. 

The Cnamman. That is right. Technically you are not ratifying 
the treaty, as an international document. That was done by the 
Senate. 
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This is implementation of it, that is under consideration authorizing 
the money to make it effective. 

Mr. Berts. To follow through the chairman’s question, there, if there 
is a refusal of the United Kingdom to sign this agreement which 
precludes them from buying wheat from these signatory countries, 
does that mean that it is driven to purchase its wheat from Russia or 
China? 

The Cuamman. No; it does not obligate them to buy. 

Mr. Davis. No. They can buy anywhere they want to; anywhere 
they can find wheat. They can buy it from Canada or the United 
States. They can buy it from Russia or China. They can buy it 
wherever they can find it, and negotiate for it. 

Mr. Berrs. But there is no compulsion to go to those sources? 

Mr. Davis. No; they can negotiate with each in turn independent of 
the agreement, 

Mr. Grorce. Mr. Chairman. 

The CiamMan, Mr. George. 

Mr. Grorce. But normally, it would be assumed if they were not 
going to buy from the United States or Canada, they would have to 
go to eastern countries for wheat. Aren’t they the only other ex- 
porting countries ¢ 

Mr. Davis. There is the Argentine, and the Australian sources of 
wheat, and Great Britain does buy considerable from the United 
States as a usual thing, and sometimes from the Argentine. Of 
course, the Argentine has been out of the picture for the past several 
years because production was down, but it is up again. 

I don’t know just where she will buy her wheat but there are 
other sources than Russia. 

Do any of you want to comment on it ¢ 

Mr. Gastineau. The only thing I could comment on there was to 
agree with what Mr. Davis said that Canada has been a traditional 
principal source of supply for United Kingdom wheat. 

Consequently, I presume that they would continue to look to their 
principal source of supply for their wheat, which would be Canada 
first, Australia second, and then the United States and then the minor 
exporters, 

The Ciaran. Are there any further questions / 

Thank you very much, Mr. Davis. 

Mr. Davis. Thank you. 

The Cuairman. We have also here this morning Mr. Jack Lynn, 
director of the legislative department of the American Farm Bureau 
Federation. 


STATEMENT OF JOHN LYNN, DIRECTOR, LEGISLATIVE DEPART- 
MENT, AMERICAN FARM BUREAU FEDERATION 


Mr. Lynn. Mr. Chairman, I am John C. Lynn, legislative director 
for the American Farm Bureau Federation. 

I would like to file a statement with the committee for the record 
and make 1 or 2 additional points. 

We favor the approval of Senate Joint Resolution No. 97, providing 
for renewal of the wheat agreement. However, I would like to 
make about three points in connection with the wheat problem. 


MISCELLANEOUS HEARINGS 65 


We are faced with supplies of wheat far greater than any current 
firm market demand. We should not consider the wheat situation 
is solved by renewal of this agreement . because Mr. Davis has just 
pointed out to you that we have a carryover of wheat of some 575 
and 600 million bushels of old wheat, and no one knows just exactly 
how much will be taken in of this present crop. 

The facts of the matter are, however, our exports of wheat have 
greatly declined, as our appropriations for foreign aid have declined. 

Something like 33 percent of ~ wheat that we have exported 
over the past 4 years has been paid for by foreign-aid funds. 

In addition to that. the wheat agreement has cost about 61 cents 
a bushel. I think we can continue to expect surpluses of wheat even 
under the new wheat legislation that has been passed by the House 
so long as we have a Government-guaranteed price of wheat that is 
an incentive for the farmers to produce wheat. 

The American Farm Bureau Federation thinks that the present 
pr ice-support program for wheat is too high, and as long as we con- 
tinue the policy that the Government is now following with regard 
to the price support for the wheat—and I want to make it clear T am 
only talking about wheat, at the present moment—we can expect 
the accumulation of continued large surpluses even under a 62-million 
acreage Maximum quota. 

In consideration of the renewal of this agreement, we think that 
the Congress should be mindful of the fact that the minimum price of 
$155 per bushel provided for under this renewed agreement may be 
of more significance than was the minimum price on the previous 
agreement. 

We would point out, in article 10 of that agreement, which is the 
escape-clause provision, gives the countries which are signatories to 
the agreement, that is, the importing countries, a way of relief from 
their ‘agreed purchases in order to safeguard the balance of payments 
in their monetary reserve. We would point out that the countries 
who are the importers of wheat under this agreement all have some 
serious situations affecting their dollar reserves. Therefore they do 
have this escape clause. 

In addition to this wheat agreement, we must some way come to 
grips with the problem of expanding our outlets for agricultural com- 
modities. I suie this opportunity to point out to vou that we and 
other organizations have been promoting in the House and in the 
Senate a proposal which has been introduced into the House by Mr. 
Judd and Mr. Burleson, and in the Senate by Mr. Schoeppel, and S. 
2127, in the Senate, which would tackle this problem of utilizing the 
surplus agricultural commodities which we have in the United States, 
in channels of trade, to expand markets, and the acceptance of local 
currencies. That is, the currencies the countries have in which they 
could pay it. 

Mr. Deane. On that point, has the House Committee on Agricul- 
ture held any hearings ¢ 

Mr. Lynn. No, sir. The Senate has, sir, but the House Agricul- 
tural Committee hasn’t, vet. 

I think we have to consider the situation where we are. In other 
words, if the countries have dollars to buy our export commodities, 
well and good, we want to sell them for dollars. 
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But considering the fact that our foreign-aid appropriations for 
use in exporting agricultural commodities have been greatly reduced 
and I think, rightly so, and considering the fact that the United 
States Government has invested in Commodity Credit Corporation 
stocks now some 83 billion with the anticipation, by November 1, of 
over $5 billion, it seems a pity that we in the United States cannot 
find some method whereby we can use these commodities in the chan- 
nels of trade. We hear that over half of the world’s population needs 
this food and fiber and they have products we need which we know 
they would exchange for the food. 

We already have the money invested in these commodities. The 
problem, it seems to us, is how can we, as American people, and the 
United States Government, figure out how to turn these so-called 
linbilities now into assets. 

They have been changed into assets twice because of World War II, 
1940—41, and we were in a somewhat similar position, but World War 
II came. 

Then in 1949, we were getting into a similar position, but Korea 
came along. We hope we do not have to have a war to bail us out 
every time we get into a surplus situation. 

What I am saying is for the approval of the wheat agreement, but 
it won't solve our problem. We have some 800 million bushels to 
dispose of. How can we do it? I do hope the Congress will give 
consideration to this problem before adjournment, because we think 
it is one that will sink agriculture unless we come to grips with it 
somehow. 

That covers the points I wanted to make. 

The CuairmMan. Have you been in conference with the Department 
of Agriculture on a program that has to do with this question ¢ 

Mr. Lynn. Yes. 

The Cramman. Do you think you are making some progress? 

Mr. Lynn. Yes; some. 

The CnarrmMan. Do you know whether they are developing a 
program ¢ 

Mr. Lynn. Yes; I think they are. 

The Cuatrman. Do you know whether they are going to be ready 
to submit a program this year? 

Mr. Lynn. That I don’t know. 

The CuatrmMan. Are there any questions of Mr. Lynn? 

Mr. Deane. I have one, Mr. Chairman. 

Mr. Lynn, do you think production control on wheat would bring 
you the answer ¢ 

Mr. Lynn. No,sir. We have quotas on wheat next year at 62 million 
acres maximum planning. 

Mr. Deane. As compared with what? 

Mr. Lynn. Seventy-seven million last year. 

However, you cannot expect a reduction in bushelage equal to that 
reduction in acreage, because some of the poorer land will be taken 
out. There is no question about it, gentlemen—the Government price 
support on wheat is an incentive to produce—a guaranteed price of 
$2.21 a bushel, the farmers are going to grow wheat, and I would, 
too, if I had some wheatland. 

But nevertheless, it does not solve the situation which we have with 
us today. 
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Mr. Tauie. Mr. Chairman. 

The Cuamrman. Mr. Talle. 

Mr. Tatxe. Recalling your point of a moment ago—what we have 
‘lone, and are doing, is substantially this. We vote a hundred million 
dollars of aid to a foreign country, and then that country uses that 
same amount of dollars to buy goods from us. 

In other words, it would be simpler just to give the goods in the 
first place and not fool with the dollars at all. 

Mr. Lynn. No, sir. I would not agree with that. I don’t think 
it is good to give anything away. 

Mr. don’t either. 

Mr. Lynn. We have been, in a way, though, doing just that. 

Mr. Taute. And in large quantities. 

Mr. Lynn. Yes. 

As a matter of fact, sir, in the last 4 years, roughly 40 percent of 
the agricultural exports of this country have been paid for by foreign- 
«uid appropriations. 

Mr. Tarte. But they were gifts? 

Mr. Lynn. Yes. Under the MSA and ECA, 

Our exports have dropped off about 30 percent this year, agricul- 
tural exports—cotton is off almost 50 percent from our exports of a 
year ago. 

Mr. Tarte. Your proposal is this: If we send the goods abroad, we 
should take payment in their currencies and then take our chance on 
using those currencies for whatever we can buy in return? 

Mr. Lynn. Our proposal is this. These sales for local currencies 
would be over and above normal purchases. In other words, a coun- 
try would have to purchase the amount they have normally been 
purchasing from the United States and other exporting countries. 
before they would be eligible to buy using their local currencies under 
this plan. 

We would use these local currencies to carry on the programs we 
would be carrying on locally in these countries, and in most cases, 
today, we are spending United States’ currency. locally, to build air- 
ports and to dredge streams and build dams in India, and so forth. 

So in the end, it would not be a loss to the United States, because we 
would replace some of this foreign-aid dollar we are investing in order 
to develop India and these other countries. 

Mr. Tauie. Yes. That is precisely the point I wanted to get to. It 
is better to take depreciated currencies than to take nothing at all. 

Thank you, Mr. Chairman. 

Mr. Grorcr. Mr. Chairman. 

The Cratrman. Mr. George. 

Mr. Grorcr. Mr. Lynn, has not the purchasing power of the farmer 
depreciated by about 20 percent in the past year and a half? 

Mr. Lynn. I don’t think it has depreciated quite that much, but it 
is a fact that, while the rest of the economy has been going up, the net 
income of farmers has been going down, for the last 4 straight years. 

Mr. Georce. Do you think we can lower the ceiling price he gets 
for his commodities and increase his prosperity ? 

Mr. Lynn. When you make a general statement like that, I don’t 
think we can do it. But when you apply it to this specific commodity 
you are talking about, wheat, I think we could lower the price sup- 
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port on wheat and readjust the wheat acreage for the long-time best 
interest of the wheat farmer. 

Mr. Georce. If all of our country were under what we know as a 
free economy, I might be inclined to agree with you; but the things 
that the farmer has to buy will never be under a free economy again. 

Labor is organized too strong. I think it is the duty of this Con- 
gress to build up the floors so that the discrepancy does not become too 
great. In fact, I think it has reached the point now where it is af- 
fecting our economy adversely. There is too much discrepancy be- 
tween what the farmer gets and what he has to pay for what he buys. 

Mr. Lynn. I want to make it clear the American Bureau is for a 
price-support program as embodied in the Agricultural Adjustment 
Act of 1949, which has never been given an opportunity to be put into 
operation, because we have extended the wartime measure through 
1954. 

Mr. Grorcre. And my guess is they will extend it next year. 

Mr. Lynn. I don’t guess, sir. 

The Cuamman. Are there any further questions? 

Mr. Deane. Mr. Chairman, I hold here the Record of July 1, and 
Senator Young, in the debate, said: 

I do not believe our wheat supply situation is too gloomy, particularly with 
reference to our surplus situation. It is true that we have some sizable cost 
in the export of wheat 
and then he goes on to discuss— 
the International Wheat Agreement price of $2.05 is too high, I believe. I think 
we were unwise. It would have been wiser to set the price at $2 a bushel and 
thus bring Great Britain into the agreement. 

What is your reaction in the Bureau to that statement, Mr. Lynn? 

Mr. Lynn. Our position was, originally, that this agreement should 
have been not less than $2.20 a bushel, the maximum price, which 
would reflect the price-support program currently in effect in the 
United States. 

However, we had several meetings on it and did agree to the $2.05 
maximum, 

But certainly I would not agree with any statement that said we 
didn’t have'too much wheat. I think we have got more wheat than we 
know what to do with, and it is depressing the price to support level, 
as Mr. Davis pointed out, well below $2. 

Mr. Drane. How has consumption of this wheat compared in re- 
cent months ? 

Mr. Lynn. Domestically ? 

Mr. Deane. Yes. 

Mr. Lynn. It does not vary very much. About 700 million bushels 
annually is what is used domestically. And, as a matter of fact, a lot 
of people are not eating bread and potatoes any more, they are eat- 
ing more protein foods. 

Mr. Deane. Don't you think the foreign markets, as they return 
to normaley, are going to become more and more self-sustaining, and 
we may be faced indefinitely with a shortage of our export markets 
of wheat? 

Mr. Lynn. I don’t think the foreign producers can expand their 
production sufficiently to meet the demand. 
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However, I think our policy of producing wheat for the Govern- 
ment, rather than producing wheat for sale and wheat for the export 
market, means that we are encouraging countries to expand wheat 
production when by all economic criteria they should get it here. 

Mr. Deane. Do you have any figures to show how much our eco- 
nomic-aid program in wheat has cost us for the last 4 years? 

Mr. Lynn. For the last 4 years, I have them. 

Mr. Deane. I wonder, Mr. Chairman, if we could have that in- 
formation. 

The CHamman. If it can be obtained, without objection, it will 
become a part of the record. 

(The information referred to is as follows:) 

Total United States domestic erports and total ECA/MSA procure Ment authori- 


cations from United States source, initiated for specified commodities, fiscal 
years 1948-49 to 1951-52 


1948-49 1949-50 1950-51 1951-52 rotal 
Pro Pro Pro- Pro- Pro- 
eure cure cure- cure cure- 
ment ment ment ment ment 
12% 12a 1Za- za 
sand tons sand tions sand tions sand blaeia sand tions 
metric as metric an metric metric ‘as: metric 
tons) per- tons) per- tons) per tons) per- tons) per 
cent cent cent cent cent 
of ex of ex- of ex of ex- of ex- 
ports ports ports ports ports 
Wheat, including 
flour in terms of 
grain 13, 727.7 | 41.3 8, 552.1 | 43.3 | 10,179.2 | 31 13, 014.4 | 20.3 | 45,473. 4 33.5 
Coarse grains 3,900.3 | 56.8 4,121.2 | 66.8 5, 709.0 | 35.4 4,429.8 | 17.2 | 18, 160.3 42.7 
Fats and oils, oil 
content... .... 943.9 | 37. 


; 8 1,002.0 | 31.3 1, 135. 4 6.7 1, 118.5 4.3 4,199.8 18.9 
Cotton, unmanu- | 
factured, exclud- 


ing linters 1,059.7 | 64.6 1, 292.0 | 57.8 960.3 39.6 1, 257.0 | 13.8 4, 569. 0 43.4 
Tobacco, unmanu- 

factured, includ- 

ing stems and 

siftings__- 204.6 ) 65.2 218.0 | 71.7 216.6 49.9 234.9 5.7 874. 1 47.0 


™ 


The CHairman. Is that all, Mr. Deane 
Mr. Deane. Yes, sir. 

The Cuairnman. Are there any further questions / 

All right. Thank you very much. 

(The prepared statement presented by Mr. Lynn follows:) 


STATEMENT OF JOHN LYNN, OF THE AMERICAN Farm BUREAU FEDERATION 


The American Farm Bureau Federation recommends that the Senate ratify the 
proposed International Wheat Agreement now under consideration. This agree- 
ment results from extensive negotiation and probably represents the best agree- 
ment possible at this time. During the 3 years in which it will be operative we 
will gain further experience, and on the basis of such experience may be able to 
improve subsequent agreements in this field. 

We are faced with supplies of wheat far greater than any current firm market 
demand. This surplus has been accumulated in large part as a result of Govern- 
ment programs which have offered, and continue to offer, an incentive to wheat 
farmers to overproduce, 

Our recommendations with regard to renewal of the wheat agreement are based 
on the resolution adopted by the official State farm bureau voting delegates to 
the annual meeting of the American Farm Bureau Federation, December 1952. 
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“We favor in principle the idea of an International Wheat Agreement; how- 
ever, any renewal of the present agreement should reduce the subsidy cost to the 
United States Government, provide a formula for varying future agreement prices 
as economic conditions change, and assure a fair allocation of export 
quotas.” * * * 

We recommend to the United States delegation negotiating this agreement that 
a formula be provided in the renewal of this agreement that would take into 
consideration changes in economic conditions and that the maximum and mini- 
mum prices in the wheat agreement be adjusted upward or downward based on 
an index reflecting these changes. 

The operation of the International Wheat Agreement during the past 4 years 
has cost the United States Government about $580 million, or about 63 cents a 
bushel on the wheat exported by the United States under the agreement. In 
considering the renewal of this agreement we would point out to the committee 
that the minimum price provided for in this extension may be of much greater 
significance during the next 3 years than has been the case in the past. 

One of the fundamental bases for our supporting the extension of the Interna- 
tional Wheat Agreement is a desire to give more stability to international trade 
in wheat by assuring the importing countries access to supplies at not more than 
a predetermined maximum price and by assuring exporting countries of a market 
for a given quanity of wheat at not less than a predetermined minimum price. 
Without an International Wheat Agreement, the payment of export subsidies by 
the United States likely would lead to a competitive subsidization of wheat exports 
by other countries. This could be very expensive to all wheat-exporting coun- 
tries. Canadian spokesmen have indicated that they are prepared to compete 
for the world wheat markets on a price basis. In the absence of an international 
agreement, heavy subsidization of wheat exports could lead importing countries 
to erect trade barriers for the protection of their domestic producers. In addition, 
it could greatly increase the difficulty of developing a sound international trade 
in wheat by giving importers the idea that wheat is worth less than its real value. 

We wish to call attention to article 10 of the agreement, which is an escape 
clause. No doubt this clause is essential. However, for importing countries it 
provides a procedure for relief from obligatory purchases to safeguard the bal- 
anee of payments or monetary reserves. The dollar reserve of most importing 
countries under the agreement is precarious. 

Failure on the part of the United States to ratify this proposed agreement 
will not enable us to save the indicated costs of participating in such un agree- 
ment. In fact, the cost of disposing of the excess supplies of wheat which are 
accumulating under the present price-support program might be greater without 
the agreement. 

In considering this question we hope that this committee and the Congress as 
a whole will come to grips with some of the real facts involved in the situation 
in which we find ourselves. We must get at the cause of the difficulty. The 
agricultural plant in the United States has been greatly expanded during and 
since World War II. There is no firm longtime market demand for these crops 
to match foreseeable supplies. This is particularly true with regard to wheat. 

A greatly expanding foreign market for wheat is far more important to the 
American wheat producer than the allocation of a relatively small portion of an 
existing market among principal exporters, The American Farm Bureau Federa- 
tion has proposed a program designed to expand foreign markets for agricultural 
products in a manner that is suited to the needs of the United States and cooperat- 
ing countries. We wish to call attention to S,. 2127. Enactment of this bill 
would protect existing markets for United States exports and create new ones. 
It would arm the United States foreign-policy administrators with a powerful 
economic weapon to orient international trade to parallel our military alliances, 
strengthen the economies of cooperating nations, and provide for them supplies 
of foods and other requirements, as well as markets to minimize unemployment 
without dependence upon Communist-dominated areas. It could counter the Com- 
munist trade offensive. 

We must solve the problem of increased outlets for agricultural commodities 
or face serious consequences which are becoming more ominous daily. 

We believe the Senate should ratify this agreement and, at the same time, give 
consideration to programs designed to expand markets for agricultural products, 
both at home and abroad. If we fail to take positive action, the consequences 
may be serious, not only in agriculture but to the whole economy. 
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The Cuamman. This will close the public hearing. We will meet 
tomorrow on the bill introduced by Congressman Ellsworth, of Ore- 
gon, H. R. 5603, and perhaps we had better delay going into executive 
session until tomorrow on this bill. 

(The following statement was submitted by Mr. Peters for inclusion 
in the reeord:) 


STATEMENT OF Paut O. Perers, RESEARCH CONSULTANT, WASHINGTON, D. 


Mr. Chairman and members of the Banking and Currency Committee, the 
recent ratification by the United States Senate of an extension for a 3-year 
period of the International Wheat Agreement has thrown another roadblock 
in the way of a balanced budget, and also created an added incentive for wheat 
farmers to try for bigger yields from fewer planted acres. 

You gentlemen now know that the previous agreement for 4 years has cost 
our taxpayers around $575 miilion for what for all practical purposes might 
be called an export subsidy of 60 cents a bushel. It is interesting to note that 
the new subsidy will average around 40 cents a bushel. Thus, the burden may 
be lighter during the life of the agreement. 

The hearings and discussions in the Senate indicate that 4 countries 
Australia, Canada, France, and the United States—are on the selling side and 
42 countries are supposedly on the buying side 

France has signed up to supply 10,000 metric tons or 367,437 bushels a year, 
a negligible quantity out of the 595,542,052 yearly total to be supplied. 

Mr. Chairman, the thing which greatly interested me during the hearing 
today, was the fact that no mention was made of the fact that in the period 
from April 8, 1948, through April 80, 1953, the Economie Cooperation Adminis- 
tration and its successor, the Mutual Security Agency, has provided the French 
Governnbient with dollar grants to cover the purchase of wheat, wheat flour, 
and bread grains in the total amount of $122,800,000. 

How, I respectfully inquire, can France agree to sell even 1 bushel of wheat 
at a reduced price under the International Wheat Agreement? Why, Mr. Chair- 
man, if France has wheat to sell, must our taxpayers provide the dollars for 
these charity grants to France? 

Further examination of the records of the Mutual Security Agency reveals 
that 14 of the buying countries in the past 5 years received grants of American 
tax dollars for the purchase of wheat, wheat flour, and bread grains totaling 
$1,779,800,000, 

To be specific, the bread grains donated to these foreign countries by our 
taxpayers were distributed as follows: 


S168, 400, 000 
= 1, O00, OOO 
Federal Republic of Germany 


400, 000 

20, OOO 


Total cost to American taxpayers, plus ocean freight __ 1, 779. 800, 000 


With our public debt now over $272.4 billion, I am sure your committee will 
agree that the taxpayers can ill afford another expensive excursion, via the 
subsidy route, into the field of international economic planning. 

This Government should stop encouraging our farmers to mine their soils 
to produce crops we do not at this time need and cannot possibly consume here 
at home. Perhaps some will be intrigued by echoes of Henry Wallace's ever- 
normal-granary plan, and some will perhaps favor this extension of the wheat 
agreement as a matter of expediency to relieve the Commodity Credit Corpora- 
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tion from the necessity of finding additional storage space for the 1954 crop 
just being harvested. 

Gentlemen, the road to expediency leads to disaster for the American farmer 
and the American taxpayers, who will have to bear the burdens of the new 
obligations which this extension creates, 

Wisdom points a better way from here out. Millions of acres now being 
planted to wheat should be kept in cover crops or pasture. The recent drought 
in Texas, and the grave crisis which has arisen there, could and should have 
been foreseen, when the prairie sods were broken and the lands sown to grain 
or planted with cotton. Now the very people who perhaps unadvisedly misused 
the land want and need Federal relief. 

But this Nation can go only so far in extending the helping hand, abroad 
and here at home. 

The helping hand now is almost paralyzed by debt, and only Congress can 
avert ultimate disaster by refusing to authorize additional funds for interna- 
tional economie adventures like the extension on the International Wheat Agree- 
ment for an additional 3 years. 


(Whereupon, at 11:55 a. m., the committee adjourned until Tues- 
day, July 21, 1953, at 10 a. m.) 


NATIONAL BANK LOANS 
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NATIONAL BANK LOANS ON FOREST TRACTS 


TUESDAY, JULY 21, 1953 


Howse or REPRESENTATIVES, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman) 
presiding. 

Present: Messrs. Wolcott, Talle, Kilburn, McDonough, Widnall, 
Betts, George, Mumma, Merrill, Oakman, Hiestand, Stringfellow, 
Spence. Brown, Patman, Multer, Deane, O’Brien, Barrett and O'Hara. 

The CuarrMan. The committee will come to order. 

We have before us H. R. 5603, a bill to amend the Federal Reserve 
Act, sponsored by Congressman Ellsworth. 

(The bill referred to is as follows:) 


[H. R. 56038, 88d Cong., Ist sess. ] 


A BILL To amend the Federal Reserve Act so as to authorize national banking associations 
to make loans on forest tracts 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 24 of the Federal Reserve Act, 
as amended, is amended by inserting after the first paragraph thereof the fol- 
lowing new paragraph: 

“Any national banking association may make real-estate loans secured by first 
liens upon forest tracts which are properly managed in all respects. Such loans 
shall be in the form of an obligation or obligations secured by mortgage, trust 
deed, or other such instrument; and any national banking association may pur- 
chase any obligation so secured when the entire amount of such obligation is 
sold to the association. The amount of any such loan shall not exceed 40 per 
centum of the appraised value of the economically marketable timber offered 
us security and the loan shall be made upon such terms and conditions as to 
assure that at no time shall the loan balance exceed 40 per centum of the original 
appraised value of the economically marketable timber then remaining. No such 
Joan shall be made for a longer term than two years; except that any such loan 
may be made for a term not longer than 10 years if the loan is secured by an 
amortized mortgage, deed of trust, or other such instrument under the terms of 
which the installment payments are sufficient to amortize the principal of the 
loan within a period of not more than 10 years and at a rate of at least 10 per 
centum per annum. All such loans secured by first liens upon forest tracts shall 
be included in the permissible aggregate of all real estate loans prescribed in 
the preceding paragraph, but no national banking association shall make forest- 
tract loans in an aggregate sum in excess of 50 per centum of its capital stock 
and surplus.” 


The CHarmman. Mr. Ellsworth, we are very happy to have you here 
this morning. Do you care to proceed 4 
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STATEMENT OF HON. HARRIS ELLSWORTH, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OREGON 


Mr. Exisworrn. Thank you very much, Mr. Chairman. 

On behalf of not only myself but for the other witnesses, especially 
those who have come out to Washington from the west coast, 1 want 
to express my gratitude to you and to the committee for scheduling 
this hearing on very short notice, so that the witnesses could be heard 
while they were here in connection with the same bill which was heard 
by the Senate committee yesterday. 

We are very grateful to you for doing this. 

The Cuairman. We are very glad to have them here, Mr. Ellsworth. 

Mr. Exvisworrn. H. R. 5603 has a companion bill in the Senate, 
which is S. 2069, on which hearings have also been held. 

Mr. Chairman, before proceeding with my own short statement, 
I would like to present to you and to the committee a statement by 
Mr. W. D. Hagensten, forest engineer, of Portland, who was unable 
to be here this morning, and would like to have it incorporated in the 
record. 

The Cuamrman. Without objection, that may be done. 

(The information referred to is as follows :) 


STATEMENT OF W. D. HAGENSTEIN, Forest ENGINEER, INDUSTRIAL FORESTRY 
ASSOCIATION, PORTLAND, OREG. 


Mr. Chairman and members of the committee, I am W. D. Hagenstein, forest 
engineer, Industrial Forestry Association, Portland, Oreg. Our organization 
represents 7 million acres of private, taXpaying forest ownership. Our mem- 
bers not only own and manage their forests, but manufacture lumber, pulp and 
paper, plywood and veneer, doors, shingles, and other forest products. The princi- 
pal purpose of our association is to promote better forestry on private land 
throughout the Douglas fir region of western Oregon and Washington which fur- 
nishes the American people each year with more than a fourth of all their forest 
products, 

We founded the tree farm program in 1941 and it now encompasses 28 million 
acres in 35 States. Tree farms have become the greatest force in Constructive 
private forestry in this country. 

We appear before you today in support of S. 2069, which would amend the 
Federal Reserve Act to permit national banking associations to make loans 
on managed private forests with their trees as collateral. The enactment of 
the proposal will fill an important gap in the management of private forests, 
particularly those owned by farmers and other small owners. 

Tree farming, like every other constructive land-management enterprise, must 
often be financed. If credit facilities are available, trees can be grown a few 
years longer thus accruing more value per tree and per acre. For example, in 
our part of the country, if an average 10-inch tree is not harvested for another 
5 years, it will grow to 12 inches. Because the volume of a tree increases as the 
square of its diameter, the 20 percent diameter increase from 10 to 12 inches, 
means an increase of 44 percent in volume. The larger tree is more valuable 
not only because it has more wood, but also because its quality has increased 
and its harvesting cost will be less because there are less pieces per cord or per 
thousand board feet to handle. If the owner needed money when his tree was 
10 inches, he might harvest it or sell it to his own financial and the country’s 
timber supply detriment. With credit available, as proposed in S. 2069, he 
could berrow money to meet his needs and let the tree aecrue to the much greater 
value 5 years hence, This simply illustrates the forestry benefits of credit 
availability to a tree farmer. It also illustrates the financial validity of the 
use of managed trees as collateral. 

One of the greatest forestry problems of the Nation is premature harvesting 
of rapidly growing young timber. My illustration demonstrates clearly its dis- 
advantage both to the owner and the Nation's economy. <A tree farmer has 
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annual carrying charges of ad valorem taxes and fire protection. He also needs 
to build roads and make other improvements in his woods, if he is ultimately 
going to get as much as possible out of his timber growing venture. His grow- 
ing trees are accruing capital, but to defray his annual charges, he may need 
credit. Today there is insufficient credit available. 

Industrial forest owners, like those our association represents, have long been 
able to finance their operations by borrowing With their log and finished prod 
uct inventories, their plants and other facilities as collateral. Also, they can 
discount invoices on shipments for short-term needs. But they cannot generally 
use their standing timber, which is often their major asset, as collateral. 

Most of the 4 to 5 million smaller forest owners who hold more than 261 million 
acres or 56 percent of the Nation’s Commercial forest land are not in the timber 
harvesting or processing business. Trees are their only asset. To help these 
little fellows practice tree farming in their own and the Nation's interest S. 2069 
will provide needed credit facilities. We respectfully urge your consideration 
of the proposal and hope it can be speedily enacted into law. 

WASHINGTON, D. C., July 20, 1952. 

Mr. Exisworrn. H. R. 5603 is a simple amendment to section 
24 of the Federal Reserve Act, and has for its purpose the making of 
timber, forest tracts, standing timber, eligible for bank loans by 
members of the Federal Reserve System. 

The technicalities of the matter will be presented by the other wit- 
nesses. I want to confine my remarks to the value of this legislation 
as I know it from my own experience some years ago, having been 
actually in the lumber business, and this. in my opinion, is one of the 
main reasons why this legislation should be enacted. It will serve 
the purpose of bringing the Federal Reserve Act up to date, and to 
keep it in pace with technological development in the forest industries. 

The fact is that prior to 1957, had legislation of this kind been of- 
fered, I think it would have been very wise at that time to have re- 
jected it, because the bill proposes that timber be put up as collateral 
for a bank loan. 

Prior to 1937, one of the principal factors, as T understand the 
subject of collateral, one of the principal factors, insofar as timber- 
land was concerned, was missing—that is marketability. 

In those days, most logging was done over railroads. so that timber 
that was not adjacent to a railroad was rather difficult to market. 
And then, if the timber adjacent to the railroad happened to be on a 
small logging railroad, the market for that timber was limited. 

The only other place where timber was marketable was if it hap 
pened to be adjacent to an operating mill, and within a matter of a 
very few miles, because prior to 1937, logs in the western area of this 
country could not be hauled very far on trucks. 

I recall that my father and I operated a small mill with a logging 
operation, and the maximum we could log with our 12-inch solid-tire 
truck was about 4 or 5 miles. 

But along about 1937, the pneumatic tire logging truck was invented 
and perfected and came into common use following 1957. 

These trucks not only carry large loads, but they operate at fairly 
high speeds. 

Most of these trucks will operate at the speed of an ordinary touring 
‘ar, Which means that nowadays any tract of timber located any- 
chin assuming that a road is nearby or can be easily built to it, 
any such tract of timber is ¢ ompletely marketable, because these puen- 
matic-tire logging trucks can cover an area of 50 miles or more. I 


34739—53—vol. 1——6 


4 
i 
is 
& 


78 MISCELLANEOUS HEARINGS 


know of some instances where logs are being hauled up to 200 miles on 
trucks. 

So that, now, when timber is put up as collateral, or is allowed to 
be collateral as provided in this bill, it has that essential feature— 
marketability, because the trucks can haul the logs, if such timber has 
to be liquidated for purposes of satisfying the loan. The trees can be 
cut down and the logs hauled to market, and on a competitive market, 
because in the radius reachable by the trucks would be many, many 
miles. Therefore, a privately owned timber stand now, it seems to 
me, is just as much a banking proposition as would be a log deck, or a 
stand of grain, or any other commodity now used as collateral. 

That is one of the reasons that I think this bill is very valuable. It 
will bring the Federal Reserve Act up to date so far as the techno- 
logical developments in the logging industry are concerned. 

And now, Mr. Chairman, I wonder if the committee would like to 
ask any questions / 

Mr. Mumma. Mr. Chairman. 

The Cratrman. Mr. Mumma. 

Mr. Mumma. I do not know whether I missed any of the argument 
or not, but can you get fire insurance on timber ‘ 

Mr. Exisworrn. I cannot answer that, but I think one of the other 
witnesses might. I believe there is some insurance program available 
to the forest industries, but I don’t know. 

Mr. Mumma. Wouldn’t that have to be a part of this consent to loan 
money on timber? A bank will not take a mortgage on a house unless 
it is fully covered by insurance. 

Mr. Ex.isworrn. Well, it sounds reasonable, but again, I don’t know 
the technicalities on that point. But I am sure that one or more of 
the witnesses will be able to give you the facts on that. 

Mr. Merritt. The authorization for other types of real estate loans, 
they don’t say that you have to insure, do they? And the insurance 
on the timber would be on the same category, would it not 

Mr. Mumma. I don’t know, but it is the biggest point in the whole 
argument. 

Mr. I agree. 

Mr. Mumma. Farming land might be worth something, but some 
of the land the timber stands on is not worth much. 

Mr. Merritt. The same thing is true of a house, is it not? 

Mr. Mumma. That is covered by insurance. 

Mr. Merriwy. Is that matter of insurance by statute or what? 

Mr. Mumma. I do not know. 

Mr. Exvusworrn. I cannot answer you, but I think the other testi- 
mony might bring out the answer for you. 

Mr. Chairman, if there are no further questions, that is all I have. 

The Cyatrman. Are there further questions of Mr. Ellsworth? 

If not, thank you very much. 

Mr. Taylor is our next witness. You may proceed, Mr. Taylor. 


STATEMENT OF W. M. TAYLOR, DEPUTY COMPTROLLER OF THE 
CURRENCY 


Mr. Taytor. Thank you, Mr. Chairman and members of the 
committee. 
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Banking interests in several States have approached the Office of 
the Comptroller of the Currency and asked for a revision of its inter- 
pretation of section 24 of the Federal Reserve Act that first-mortgage 
loans on timberlands are not permitted under that section. ‘This 
request is based on the premise that adequately managed timberlands 
should come within the definition of “improved real estate’ as used in 
the statute. 

This matter has been studied and reviewed on many occasions by 
the Comptroller’s Office, but it is clear that the fundamental issues 
involved in first mortgage loans on timberlands are sufficiently far 
removed from first-mortgage loans on residential, commercial, and 
farm properties to warrant the conclusion it was not the intent of 
Congress to regard timberlands as improved property within the 
meaning of section 24 of the Federal Reserve Act, and that such loans 
could be authorized only through a legislative revision. 

A first mortgage loan on a timber tract would usually be for one or 
more of the following purposes: (1) Restocking open lands, (2) hold- 
ing immature timber, (3) orderly or immediate utilization of mature 
timber, including carryover in times of low demand, (4) implementing 
plans of sustained-yield management, (5) development of roads, 
trails, and firebreaks, and (6) constructing logging camps, railroads, 
and so forth. With the exception of loans granted to finance the im- 
mediate or short-term utilization of mature timber, repayment pro- 
grams would be long-drawn-out, as the income for repayment might 
come only over a long period, even though the properties were well 
managed. 

Loans of this character might have to run for extended periods of 
time. 

Forest landowners will not find it attractive to finance reforestation 
or other long-term types of timber operations unless loans are avail- 
able to them at low cost and for long periods. 

Long term, low-interest rate loans based on an asset that, as a prac- 
tical matter, is noninsurable against fire, insects, disease, windfall, 
and unproductive for years at a time are clearly outside the field of 
commercial banks because they owe, on an average, about 92 percent 
of their assets to depositors. Because of the nature of its deposit 
debt, a bank must accept only those loans and investments which hold 
within themselves a reasonable power to pay and are based on assets 
with a potential recovery valve sufficient to liquidate the debts under 
adverse conditions. 

With the possible exception of mortgage loans on timberlands 
granted for the immediate or short-term utilization of mature tim- 
ber, it is believed that such loans will not meet the requirements of 
liquidity and soundness that are essential in relation to the obligations 
which commercial banks owe their depositors. Accordingly, the office 
of the Comptroller of the Currency recommends that loans secured by 
mortgages on timberlands be restricted to those which will be liqui- 
dated from the immediate or short-term utilization of mature timber, 
and that such loans should not be made for a longer period than 3 

There would be no objection to legislation permitting loans secured 
by timberlands if the loans are so restricted. 


in 
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With specific reference to H. R. 5603, it is believed that national 
banks should not be permitted to make forest tract loans for a 10-year 
term. As I have stated, it is our view that national banks should not 
be permitted to make any such loan for a longer term than 3 years. 

Moreover, the law should require that such loans must be amortized 
in approximately equal amounts so as to provide for full liquidation 
at maturity. Also, the law should specifically restrict such loans to 
those which are to be liquidated through the short-term utilization of 
the timber. 

H. R. 5603 would permit forest tract loans to be made only on forest 
tracts which are properly managed in all respects. It is obvious that 
there can be wide variation of opinion as to what is proper manage- 
ment. 

In our opinion there should be substituted for the requirement that 
such forest tracts be properly managed a requirement that they be 
safeguarded by fire protection and insect and pest control. 

The appraisal of the timber tract should be made by a recognized 
timber cruiser or engineer, and the law should so require. The ap- 
praisal should be based only on the value of the economically market- 
able timber of sufficient maturity to insure a salvage value of not less 
than 40 percent of the full appraised value in the event of fire. 

If the changes we have suggested are incorporated in H, R. 5603, this 
office will have no objection to its passage. 

This is a new field of activity for commercial banks and it is our 
view that it should be approached with caution. 

Should the experience of banks which make timber tract loans 
under the conditions we have suggested be favorable, possibly some 
liberalization of the requirements could then be made. In the absence 
of any such experience, however, we would recommend that legisla- 
tion permitting national banks to make timber tract loans be somewhat 
more restrictive than is H. R. 5603. 

These views of the Comptroller’s office have been developed after 
much study of the problem and consultations with bankers in various 
parts of the country. 

The Cuatrman. Thank you, Mr. Taylor. Are there questions of 
Mr. Taylor? 

Mr. Merritt. Mr. Chairman. 

The CHarrman. Mr. Merrill. 

Mr. Merritn. Mr. Taylor, would a percentage of the needs of the 
timbermen be satisfied by a law as restrictive as the one you suggest / 

Mr. Tayror. I believe that the needs under the revised law that 
we are suggesting would be filled only to a rather limited degree, sir. 
I do not believe that it would meet the broad goal that is envisioned 
by the timber people. 

Mr. Oaxman. Mr. Chairman. 

The Cuatrrman. Mr. Oakman. 

Mr. Oaxman. Mr. Taylor, do you happen to know whether tim- 
berlands are insurable? 

Mr. Taytor. I have never heard of any insurance being written 
on timberland, It may be done to a very limited degree, but as a 
practical matter, they are not insurable, as I understand it, sir. 

The Dr. Talle. 

Mr. Tatue. Thank you, Mr. Chairman. 
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Mr. Taylor, recalling the history of the enactment of the National 
Bank Act, what was the attitude then of bankers toward loans on 
real estate? 

Mr. Tayrtor. Well, I think I have to go back a little further, I 
believe, than I am able to go back into the past, sir, but I think 
there was considerable reluctance, on the part of commercial 
bankers at that time, to permit national banks to make loans on 
real estate. 

I believe, for instance, that in Canada the commercial banks can- 
not now make loans on real estate. 

Mr. Tauue. As a matter of fact, under the National Bank Act. 
banks could not make loans on real estate—that is, national banks 
could not do so. 

Mr. Tayvor. That is right. 

Mr. Tauue. What change, if any, as to that attitude, is incorpo- 
rated in the Federal Reserve Act / 

Mr. Taytor. Well, over the period of the years there has been in- 
creased interest In real-estate loans made by commercial banks from 
time to time. There has been a liberalization of the provisions that 
would make it possible for commercial banks to make real-estate loans. 
I think, in the last 20 vears, there has been a quite appreciable change 
in thinking as to the desirability or soundness of real-estate loans as 
assets for commercial banks. 

Mr. Tauve. As a matter of fact, it is true, is it not, that national 
banks, at least a good many of them, under the National Bank Act, 
organized allied institutions like trust companies, or mortgage com- 
panies that made loans on real estate because the law did not permit 
the national banks to do so directly ¢ 

Mr. Tayvor. That may be true in a limited number of cases; yes, sir. 

Mr. Taute. May I ask you what other sources of credit might be 
utilized in lieu of the proposal made in this bill / 

Mr. Taytor. I understand that insurance companies, to a limited 
degree, have entered the field of lending on timber tracts. I don’t 
think it isa very widespread practice at this point. 

In the past, I believe credit has largely come from these concerns 
that had working capital sufficient so that they did not have to have 
credit, or because they had a financial statement that would warrant 
the extension of an unsecured loan, or they had collateral that might 
be pledged—other collateral than timberland, that might be pledged 
as security for the loan. 

Mr. Tate. Are you sufficiently familiar with the Federal land 
banks, so that you could say whether or not the proposed loans might 
be made through the Federal land bank system / 

Mr. No, sir; am sorry, am not informed on that. 

Mr. Tatie. That is all, Mr. Chairman. 

Mr. Parman. Mr. Chairman. 

The CuarrMan. Mr. Patman. 

Mr. Parman. I notice you state here, Mr. Taylor, about 92 percent 
of their assets are owed to the depositors. 

Mr. Taytor. Yes, sir. 

Mr. Parman. And you state the whole case when you say that, 
“Because of the nature of its deposit debt, a bank must accept only 
those loans and investments which hold within themselves a reason- 
able power to pay and are based on assets with a potential recovery 


a 
fia 
q 
1 


82 MISCELLANEOUS HEARINGS 


value sufficient to liquidate the debts under adverse conditions.” I 
think that is a good statement. 

Now the loans and discounts of banks, what is included in that 
category’ That includes, of course, all types of business, and every 
kind of transaction, I assume, is that right? 

Mr. Tayvor. Yes, sir. 

Mr. Parman. Industrial loans, business loans? 

Mr. Taytor. Individual loans. 

Mr. Parman. Real-estate loans, such as FHA-insured loans? 

Mr. Taytor. Yes, sir. 

Mr. Parman. Every type of loan that is made by a bank is under 
loans and discounts? 

Mr. Taytor. That is right, sir. 

Mr. Parman. Do you happen to have before you the amount of the 
loans and discounts of the banks ? 

Mr. Tayvor. For the national banks, sir—I am better qualified to 
speak with respect to them—— 

Mr. Parman. That is all right. 

Mr. ‘Tartor. The total resources of forty-nine-hundred-odd na- 
tional banks approximate about $108 billion. I believe that the 
aggregate of the loan portfolios of those banks was about $36 billion, 
the last figure I saw. 

Mr. Parman. 336 billion ? 

Mr. Taynor. Yes, sir. 

Mr. Parman. Has there been a tendency or trend, in the last 10 or 
15 years, in the banks, to get more away from local loans, and to have 
more invested in Government bonds and investments of that type? 

Mr. Tayvor. I think in the last 8 or 10 years, sir, there has been a 
tendency for the loan accounts of banks generally to expand. 

During the early war years the investments were pretty much in 
cash and Government bonds, and the loan accounts were relatively 
small. 

In recent years, there has been a shift, to some extent, out of such 
a liquid position as represented by cash and Government bonds, and 
into a greater aggregate of loans. 

Now as to whether those loans are made locally or whether they 
are acquired from other sources out of territory, I think that would 
depend largely, sir, on the individual case, and what the credit de- 
mands might be in the particular community or area which was being 
served by the bank. 

Mr. Parman. There is no fixed rule or average, then, that you could 
pass on, as to whether or not a bank was doing its duty in the com- 
munity it was serving, or whether it was not doing its duty? 

Mr. Tayror. I believe that would be entirely correct, sir. 

Mr. Parman. But normally, I guess, they would have about 40 
percent 

Mr. Taytor. It would run somewhere from 36 to 40 percent, I 
believe. 

Mr. Parman. On a trip not so long ago I was told that a certain 
bank was just not making any loans because they could own Govern- 
ment securities and not run any risk, and that they were not serving 
the community in that particular place. Do you have any complaints 
of that type or nature now, Mr. Taylor? 
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Mr. Tayntor. Yes; we do, sir. We have some situations that are 
just exactly of the type that you mention. Usually, where that condi- 
tion prevails in a small community, thaz is a signal for another group 
to apply for a bank charter to take care of the credit needs of the com- 
munity, which they do not feel are being met by the existing institution. 

Generally speaking, though, I think the banks have done a pretty 
good job of taking care of the credit needs of their people. 

Mr. Parman. We are doing a lot now to relieve the banks of any 
possible competition, such as eliminating RFC and other such agencies. 
Is there any responsibility on any person in Government which will 

require that person to oversee the banks, not for the purpose of regi- 
menting them or controlling them but for the purpose of determining 
whether or not they are fulfilling their duties and responsibilities to 
the people in the communities which they are supposed to serve 4 

Mr. ‘Tayvor. I would say not, C Patman. I think that 
we feel that that is largely a matter of local determination by the 
bank’s board of directors and ollicers. 

We feel that an agency or oflice such as the Comptroller’s office 
would not have the authority to go in and say, “Now, you have got to 
make more loans.” 

Mr. Parman. I know that, Mr. Taylor, and I would not be in favor 
of that at all. 

But it occurs to me that somebody sheuld be at least looking around 
or be in a position to receive information and to make a report on it to 
somebody, an authority such as the Banking and Currency Committee 
of the House or Senate, or somebody, calling attention to the fact that 
certain areas are not properly served by banking institutions organ- 
ized for that purpose in those areas. 

Mr. Taytor. Well, of course, we have those figures. We get them 
at least three times a year as a result of calls for reports of condition. 
We have two examinations a year of each of the national banks and 
those figures are available, but they have never been used in such a 
way as you suggest, sir. 

Mr. Parman. I can see where there is a threat against a bank that 
is not performing its duties in this—that other local people could go 
in and try to get acharter. But as things are now it is rather diflicult 
to get a charter for a bank. The trend seems to be the other way. 
You are not issuing many charters, are you ? 

Mr. Tayzor. No, sir; the number of charters that are granted for 
new national banks is relatively small, and I think the reason for that 
is that, generally speaking, there are very few areas in this country 
that do not seem to be well or reasonably well served by banking 
facilities—either unit banks or branches of banks. 

Mr. Parman. Thank you. 

Mr. Deane. Mr. Chairman. 

The Cuairman. Mr. Deane. 

Mr. Deane. Mr. Taylor, you indicate in your statement that the 
banks have approached your office about this subject. What banks in 
what States particularly, do you recall ¢ 

Mr. Taytor. Oregon has been particularly active, sir, and the State 
of Georgia, at their recent State bankers’ convention, adopted a reso- 
lution seeking to have some interest exhibited in this subject, as to a 
possible method of permitting loans on timber tracts. 
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Mr. Deane. What other States besides those two? 

Mr. Taytor. I believe we have had contact to a limited degree with 
some people in California, sir. 

Mr. Deane. Has there been any indication of the amount of money 
that would be involved in these loans ¢ 

Mr. Tayrior. No, sir; | would not be able to give you a figure as to 
that. 

Mr. Deane. I was wondering who was primarily interested in this 
legislation? Is it not the large timber interests, primarily ¢ 

Mr. Taytor. I think the timber interests, and I think some of the 
bureaus of the Government. I think also some of the bankers. 1 be- 
lieve you will have additional witnesses today who will bear out that 
statement. 

Mr. Deane. Would it be contemplated that the borrower would 
offer fire protection? Or what protection would be given ¢ 

Mr. Taytor. Well, such protection as proper firebreaks. I am not 
an experienced man on forestry problems, sir, but there are a great 
many of these areas that would be protected by ranger service, by fire- 
breaks, by roads, by proper planting of the trees, and the like, that 
would minimize the loss if a fire occurred. 

Mr. Deane. But you feel that if the loans were made that they 
should be limited to 3 years / 

Mr. Tayrnor. Yes, we do, sir. We feel that as to the general objec- 
tive of the bill, there is not any disagreement there. It is a matter of 
degree, as to determining how tightly these loans should be buttoned 
up, so to speak. 

Mr. Deane. That is all, Mr. Chairman. 

Mr. Mr. Chairman. 

The Cuatrman. Mr. Widnall. 

Mr. Wipnaty. On page 4 of your statement, Mr. Taylor, you make 
the suggestion that the appraisal— 
should be based only on the value of the economically marketable timber, of suffi- 
cient maturity to assure a salvage value of not less than 40 percent of the full 
appraised value in the event of fire. 

Is that 40-percent figure seem out of the thin air or is that the 
experience in reclaiming timber after a fire / 

Mr. Tayvor. I believe that in many of the larger forest fires that 
the salvage value of the marketable timber runs pretty high, sir. 1 
think it runs as much as 60 or 70 percent, or maybe higher in some 
cases. There will be testimony on that point from competent wit- 
nesses also, sir, as to the salvage value of timber in the event of fire. 

Mr. Wipnatz. Then if the appraisals were handled that way it 
would be insured at that point? 

Mr. Tayvor. It would be a pretty safe loan, I would think, sir. 

Mr. Wipnatu. If you cannot loan more than 40 percent of the ap- 
praised value, and then you have this other factor entering into it, 
you certainly have a pretty safe situation. 

Mr. Taytor. You would have about 40 percent of 60 percent as the 
amount of your loan, sir. I think it is felt that that provision is pretty 
restrictive. I mean some of my friends who will testify here today 
feel that that provision is pretty restrictive. ; 

Mr. Wipnai. At the same time, though, that would clear the argu- 
ment against it because of the lack of insurance. 
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Mr. Tayior. We think so. 

The Cuamman. Mr. Taylor, do you think if the bill provided that 
the loan should not exceed 40 percent that that would be all right / 

Mr. Tayior. We had suggested, sir, that the 40 percent should be 
based on the economically marketable value of the timber that might 
be salvaged in case of a fire. 

Our provision is somewhat more restrictive in type than that 
incorporated in the bills. sir. 

The Ciamman. But it is all predicated upon the fact that the 
salvage value would be about 40 percent of the appraisal / 

Mr. Tayior. The salvage value probably would run a good deal 
higher than that is, sir, but we are trying to be assured at all times 
that there will be sufficient collateral value. so to speak, to protect 
the loan. 

The Cuamman. I do not believe you stated in the beginning what 
the issue was here. The provisions of section 24 of the Federal 
Reserve Act at the present time provide that any national banking 
association may make real-estate loans secured by first liens on 
improved real estate, including improved farmland and improved 
business property. 

The issue 1s crystalized by the interpretation that forest tracts are 
not improved lands. 

Mr. Tayrtor. That is right, sir. 

The Cuairman. And therefore, would not come within the purview 
of the act? 

Mr. Taytor. That is right, sir. There are two ways that national 
banks can now, under existing law and the interpretation placed on 
that law, make loans on timber. 

For instance, the courts of some States have held that where stand- 
ing timber has been sold under an agreement whereby it must be cut 
immediately and removed, the timber is considered to be converted 
from real estate into personal property. In such States, it is possible 
that the purchaser of such standing timber, subject to the agreement 
to cut and remove the trees immediately, could give a valid chattel 
mortgage thereon, and in that event, a loan secured by such chattel 
mortexge would not be subject to section 24. 

Then national banks may also include a woodlot or forestry tract 
in a real-estate loan, when it isa part of a farm, and when a mortgage 
is being taken on the entire farm. 

Mr. Brown. When this act was passed, timber was not so valuable 
then. Now the Government is trying to encourage reforestation, and 
I think this is a very important step. 

Mr. Taynor. I think naturally the importance of this particular 
problem has grown tremendously in recent years, sir, and that comes 
about as a result of changed conditions. 

Mr. Parman. In the case mentioned by Mr. Brown, under the 
present law, loans could be made, I assume, where they are improving 
the property, where they are setting out these trees. For instance, 
down in his district, reforestation of pine trees. Would that be im- 
proved property to the extent that it would come under section 247 

Mr. Tayior. No, sir. 

Mr. Parman. Is it contemplated, in this provision, the new pro- 
vision proposed, that you would have as collateral both the land and 
timber, or just the timber? 
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Mr. Taytor. I would think you would have a mortgage or lien on 
both the land and timber, sir. 

Mr. Parman. But, of course, the land value is dependent more or 
less on the value of the timber? 

Mr. Tayior. That is right, sir. 

Mr. Parman. I think you make a pretty good argument there about 
the lack of protection against fire. Of course, we have these towers, 
but these fires take hold, they are pretty hard to control, and your 
security would go rather fast in one of these forest fires. 

Mr. Merriun, Mr. Chairman. 

The Cuamnman. Mr. Merrill. 

Mr. Merritt. Do T understand, now, that your loan value will be 
based upon the marketable timber in existence at the time that the 
loan is requested ¢ 

Does that mean, that provision of the law, that if they come to look 
at a woodlot, or forest, it may be that the long-term value of that may 
be a thousand dollars, but there is only $100 worth of economically 
marketable timber in there right now, timber that you could go in 
and cut, does that mean that the loan value would be $40? Is that 
the way this act is written, or am I misconstruing the provision ? 

Mr. ‘Tayvor. I would think, sir, that the loan would be based on 
the appraised value, the economically marketable value of the timber 
at the time the loan is made. 

Mr. Merritt. That would be in my case, $40, then. A thousand 
dollar tract, but a hundred dollars’ worth of marketable timber, and 
you could get 40 percent of the hundred dollars. Is that right? 

Mr. 'Taytor. That would be my belief, sir. Now how they guard 
against the value going below the 40 percent as a result of severance, 
I do not know, sir. 

Mr. Merritt. I have just been talking to Congressman Mumma 
about this thing, and he says of matured timber that a fire does not 
do too much damage to matured timber, 

Mr. Taytor. That is right. 

Mr. Merruuz. That is, fire sweeping through kills your growing 
timber, but where you have matured timber, a fire does not do the 
damage to it that it does to the other ? 

Mr. Tayior. That is right. 

Mr. Merritt. To the extent that timber is matured, what percentage 
of that timber is destroyed by fire? 

Mr. Tayrtor. Twenty or thirty percent, I think, sir. 

Mr. Merritt. Then, the way this thing is written, if 20 to 30 per- 
cent is what is destroyed by a fire, then when a fire goes through, of 
the matured timber, 70 percent would be left, and under the law, you 
have only loaned on 40 percent of the timber, so taking the worst 
you have still got, of the total value, a 30-percent margin. 

Mr. Taynor. That is correct. 

Mr. Merriti. Then if I understand it right, the law has protected 
itself when it comes to loss from fire, is that not right ¢ 

Mr. Tayior. There is a reasonable margin provided in the bill and 
the change that we suggest adds an additional margin. 

Mr. Merritt. On that suggested change: we know there are all 
kinds of bankers. There are those in one section of the country, and 
those in another. A lot of them are afraid of a new enterprise. I 
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remember when oil came into our town the banks jumped away from 
that as the worst sort of poison. Now they fight each other for oil 
loans, because they understand them. 

Mr. Taytor. Yes, sir. 

Mr. Merritt. What is the attitude of bankers who live close to 
timber, and who understand the problem? You said that the bankers 
recommended greater restrictions. ‘Those bankers who live close to 
timber and understand the problem, do they favor a restrictive pro- 
vision or are they satisfied with this provision in the bill / 

Mr. Taynor. As might be expected, sir, there is a difference of 
opinion as to the restrictive provisions that we have suggested here. 

There are some bankers that favor the bill as presented, sir. There 
are others that have written to us—we believe they are qualified bankers 
and familiar with timber operations, and they have indicated to us 
that the term of the loan should be, in their judgment, held to 3 years, 
as a maximum. 

Mr. Merriun. I think I understand your concern. Your concern 
is the security of the loan ¢ 

Mr. Taynor. That is right, sir. 

Mr. Merrie. If at all times you have got your loan down to no 
more than 40 percent of the marketable timber—and, as I understand, 
the way this is written, you have always got to keep your loan paid 
down so that there is always 40 percent of the marketable timber. 
That is, you cannot pull timber out of there and say, “We have had 
new timber grow in to replace it.” If you had a hundred dollars of 
marketable timber when the loan was made, your loan has got to be 
paid down so that you always have at least a loan no greater than 
40 percent of the marketable timber in existence when the loan was 
made, 

That is the way I understand this language. 

Now, as long as you are doing it that way and as long as the loan 
is based on the marketable timber, what is the difference between a 
loan on timber and a loan on cows, a loan on a wheat crop, or any- 
thing else, as long as it is based on the marketable value? It seems 
to me the difference between timber and any other crop is that it takes 
so long to come to the point of harvesting. 

But it looks to me as though we are only authorizing loans based 
upon the timber that has become a harvestable crop. 

Mr. Taytor. We think the important factor to introduce into this 
loan picture, sir, is that the loan should be paid off as a result of the 
early utilization of at least a part of the security that is pledged 
against the loan. 

In other words, there should be the element of self-liquidation from 
the collateral embodied in these loans, rather than to make a long-term 
loan on a tree farm or to make a long-term loan for speculative pur- 
poses of buying a big forest tract. 

Mr. Merriti. Does this act not do it in this language, when it says 
that it “shall be under such terms and conditions as to assure that at 
no time shall the loan balance exceed 40 percent of the original 
appraised value of the economical marketable timber then remaining” 

It looks to me as though that is what that language does. 

Mr. Tayvor. I think that has the effect of requiring orderly amorti- 
zation of the loan, sir. 


i 
| q 
| 
| 


88 MISCELLANEOUS HEARINGS 


Mr. Merritt. They have got to pay off in order to keep this at 40 
percent of the original value. 

Mr. Taytor. I think it has that practical effect, sir. 

Mr. Merrivy. So that, as this bill is written, it pretty well meets 
your requirements, except that vou would like to screw it down a little 
tighter in a few places? 

Mr. Taytor. I believe that is right, sir. 

Mr. O'Hara. Mr. Chairman. 

The Cuarrman. Mr. O'Hara. 

Mr. O'Hara. Mr. Taylor, this is a subject with which I am not 
familiar, and I am intrigued by the observation of Mr. Brown, that 
it is one of the most important pieces of legislation before this Con- 
gress. [ want to clarify it in my own mind. Do I understand this 
to be your position, that you think the national banks should not 
participate in the financing of programs of reforestation because 
of the time element, and the fact the loans would have to be over a 
iong period, and you think the financing in which the national banks 
participate should only have to do with the marketing of matured 
timber / 

Mr. Taytor. I think we feel at this time, sir, that the loans that 
we are contemplating that would be made under any amendment to 
section 24 would be to sawmill owners, loggers, and people who have 
the facilities for converting that timber into lumber, shingles or furni- 
ture or whatever the product might be, sir. 

Mr. O'Hara. That is, the money that they need in getting the 
matured timber down to market ¢ 

Mr. Tayior. That is right. In the past all that you could take 
2 lien on would be the sawmill, and it was not permitted to take 
the lien on the timber, because under our interpretation in the Comp- 
troller’s office, that was not improved real estate. 

Mr. O'Hara. IT am only interested in the subject because of the 
interest aroused by the observation of Mr. Brown. But how are 
programs of reforestation financed ¢ 

Mr. Tayvor. I wish I could answer that, sir. Iam really not con- 
versant enough with the overall subject to be able to answer that 
question. 

The Cnairrman, Mr. O'Hara, would you yield to me? We have 
other witnesses who will be able to answer that question. 

Mr. O'Hara. Thank you, sir. 

Mr. Mr. Chairman. 

The Cuarrman. Mr. Widnall. 

Mr. Wipnati. One more question, Mr. Taylor. When you men- 
tion the figure of 70 or 80 percent, you are thinking, there, of mar- 
ketable seasoned timber: are you not? Matured timber? 

Mr. Taytor. You mean when I speak of a salvage value of 70 or 
SO percent 

Mr. Yes. 

Mr. Tayror. That is right, sir. 

Mr. Wipnaty. But actually, as far as the entire marketable timber 
is concerned, the loss would probably be greater / 

Mr. Taytor. 1 would like, if I might, to try to define, as best I 
can, the term “economically marketable.” It is quite a difficult one, 
and | have made a little research on it and gotten some assistance, 
and this is about what I came up with. 
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The term “economically marketable” standing by itself would apply 
to different stages of maturity of the timber. dependent upon the 
maturity of the timber and the location of the tract. 

I understand that in the deep South they cut timber for market 
which is only oD years old, Whereas in other sections ot the country. 
such timber would not be marketable. However. the addition of 
the words that we have put Into our suggestion, of suflicient maturity 
to insure a salvage value of not less than 40 percent of the appraised 
value in the event of fire, would rule out young timber, which would 
be almost wholly destroyed for market purposes by a fire, and hence, 
there would be included only that which could be classified as mature 
timber. 

Mr. Thank you. 

Mr. Srence. Mr. Taylor, how much interest have the banks ex 
pressed in the passage of this legislation? For after all, 1 suppose, 
that is the crux of the whole situation? You can give the authority 
to lend, but if they don’t want to lend, they won't do it. 

Mr. Taytor. The problem of course, is not a nationwide one, be- 
cause the timberlands are located in various parts of the country. 
and it is not an immediate problem for a great many banks. Many 
of them have no demands for loans of this type. 

We have had interest expressed, I would judge, by a half dozen or 
10 banks, sir, many of which, or several of which, are quite large 
banks in the Northwest. 

Mr. Spence. Do you think if they were given this power, they would 
probably exercise it / 

Mr. Ta yuor. Well they would, sir, in certain sections of the count ry, 
as was brought out in the hearings yesterday before the Senate cous- 
mittee. This, of course, is permissive legislation. There is nothing 
that would require a bank to resort to it if they didn’t wish to. 

Mr. Merrmu. Mr. Chairman. 

The Cuarrman. Mr. Merrill. 

Mr. Merritt. Are any of the State banks in the areas involved en- 
gaged in this type of loan? That is, are their regulations a little less 
restrictive ? 

Mr. Taywor. I would only be speculating in the answer that I would 
give to you, sir. I believe that in the State of Washington, the State 
banks can do it, and I believe that in some of the Southern States 
they can. In how many States, I don’t know. 

I have a letter in my file from the commissioner of banks in the 
State of Oregon, and the substance of it is that if this legislation is 
enacted to permit national banks to make this type of loans, similar 
legislation will be sponsored in Oregon. 

He says: 

It is my opinion that this is desirable legislation, and if adopted, it would 
do much to the economy of this State, and other timber growing sections of 
our country. I am satisfied that if the national banking associations are anu- 
thorized to loan on timberland as security, that a similar bill would be presented 
to the State legislature to permit State chartered banks to extend credit on 
properly managed forest lands. 

Mr. Merriti. I thought perhaps we could draw on the experience of 
State banks for this type of loan. Do you have any information as to 
the experience of the State banks of Washington ? 
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Mr. Taytor. No, sir; we haven't a thing, and I must ee in 
this way, in not being further acquainted with that subject. I picked 
up the subject cold last Thursday, on call from the Senate committee, 
and I have attempted to assemble as much information as I could, and 
those factors, which certainly have some important bearing on the 
importance of this legislation, I haven’t available myself, but maybe 
some of the other witnesses would have it, sir. 

Mr. Merrity. Thank you. 

The Cramman, Mr. Taylor, the limitation upon loans for these 
purposes generally are limited in the aggregate by the capital paid 
in and the unimpaired surplus, or not in excess of 60 percent of the 
amount of time and savings deposits, whichever is greater. 

I call your attention to the fact that the bill says: 

* * * no national banking association shall make forest-tract loans in an 
aggregate sum in excess of 50 percent of its capital stock and surplus. 

Mr. Taytor. There are two restrictions on this type of loan, sir. 
I might say, on that point, as to the restrictions as to aggregate, there 
is no disagreement apparently between any of the interested parties. 

This bill provides that no bank may make loans of more than 50 
percent of capital and surplus on timber tracts under the prescribed 
bill. 

These loans, however, would be included in the overall aggregate 
of real estate loans, set by section 24, and that overall aggregate is 
that no national bank may make real estate loans in excess of 
hundred percent of capital and surplus, or 60 percent of time and 
savings deposits, whichever is greater. 

The Crarrman,. Yes. 

Mr. Taytor. I think it is fair to say that most banks use the larger 
limitation of 60 percent of time and savings deposits as the base for 
the aggregate of the real-estate loans that they can have. 

As a matter of practical application, we made a study very recently 
as to how much of the potential lending power national banks were 
utilizing in making real estate loans, and the overall picture came out 
that they were utilizing only about 35 percent of the statutory limit 
prescribed by section 24. 

The Cirairman. Then you don’t think this 50 percent mentioned in 
the bill would be inconsistent ¢ 

Mr. Taynor. I don’t believe so. There seems to have been no dis- 
agreement on that point at all. 

The Ciatrman. Are there further questions of Mr. Taylor? 

Mr. Mr. Chairman. 

The Cnamman. Dr. Talle. 

Mr. Tauve. Is this a fair statement of your case, Mr. Taylor? 
You do consider timber a crop, but it is a crop that is grown over 
several decades—at least in the case of hardwoods—so harvest time 
comes only after a long lapse of years, and you would not consider 
more than the last 3 years, just before harvest, as far as your loan is 
concerned. 

Mr. Taytor. I believe that sums it up pretty well, sir. 

Mr. Tair. And the reason for that is liquidity ? 

Mr. Taytor. Liquidity and soundness of assets; yes, sir. 

Mr. Tarte. Thank you. 

The Chatman. Thank you very much, Mr. Taylor. 

Our next witness is Mr. H. R. Josephson. 
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STATEMENT OF H. R. JOSEPHSON, CHIEF, DIVISION OF FOREST 
ECONOMICS, FOREST SERVICE, DEPARTMENT OF AGRICULTURE 


Mr. Josepuson. Mr. Chairman, members of the committee, I am 
appearing for the Department of Agriculture in response to request of 
this committee for our views on H. R. 5603, 

The Department was not asked to submit a formal report to the 
committee. However, the Bureau of the Budget did request the De- 
partment to express its views to the Budget Bureau on S. 2069, and 
the Department has done so. The Budget Bureau has also advised us 
that it has no objection to the Department expressing its views to 
the committee. Thus, the statement I shall make is in accord with 
the position of the Department and with the approval of the Budget 
Bureau. 

I should like to comment first on the need for forest credit. In 
the United States sawtimber resources are being cut faster than they 
are being replaced by new growth. The level of timber growth, while 
steadily rising, is still well below the amount. believed necessary to 
supply the lumber, woodpulp, and other forest products which this 
country will need in the future if population and national income 
continue to expand as generally expected. 

In order to increase timber production, so that the United States 
will have enough timber in the future, of the right species, sizes, and 
quality, and at the right time, a number of public and private forestry 
programs have been developed to encourage the permanent manage- 
ment of private forest lands. Comprehensive programs of fire protec- 
tion and insect and disease control have been steadily reducing the 
risk of losses on forest properties. Research, education, and assist- 
ance to forest owners are ‘ts, ales answer many of the technical prob- 
lems of timber farming. But forest production also requires capital 
and adequate credit. 

For some purposes, such as acquisition and management of your 
stands of timber, long-term forest credit is needed. H. R. 5603 would 
not provide such credit, nor is adequate long-term credit as yet gen- 
erally available. H. R. 5603 would, however, make possible the 
shorter-term credit that is frequently needed by forest landowners 
and timber operators. 

We believe such credit would tend to encourage improved manage- 
ment of forest lands. Three-fourths of the commercial forest land 
in the United States is in private ownerships of varying size. No 
information is available to show the specific needs for national bank 
credit, but it seems likely that a sizable number of the owners of the 
345 million acres of private forests would utilize credit such as 
envisaged in H. R. 5603. 

To the owners of economically marketable timber a large new 
source of credit would be made available as a result of this bill. We 
believe that the demand for such credit would stem primarily from 
two sources: First, sawmills and other industrial concerns needing 
funds for land and timber acquisition, plant construction or repair, 
working capital, or refunding of debt; and second, nonindustrial 
owners desiring funds for timber acquisition, development of forest 
properties, payment of death taxes, or other purposes. Such bank 
credit presumably would be repaid from the proceeds of timber sales 
or from other operations. We believe more ample credit would tend 
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to reduce the possibility of heavier cutting than good management 
dictates, 

During recent years there have been many changes in the condi- 
tions which influence the attitudes of timberland owners toward man- 
agement of their properties. Fire and other hazards of forest 
production have been sharply reduced. Forests in most areas have 
become more and more accessible as a result of widespread road con- 
struction, development of highly mobile logging trucks and other 
improved equipment, and increased dependence on second-growth 
forests in developed areas. 

Prices of forest products have risen sharply and other economic 
conditions affecting the outlook for timber growing have improved. 
In consequence of such changes increasing numbers of forest owners 
have placed their forests under management to grow and harvest 
regular crops of timber. In the credit field these striking develop- 
ments have been recognized by life-insurance companies, for example, 
which have begun making long-term loans on managed forest prop- 
erties. We understand that in Canada banks may lend money on the 
security of standing timber or on rights to cut timber. 

With respect to the security of forest loans, physical losses from 
fire, windstorm, insects, and disease have been steadily declining. 
More than 55 percent of our private forest lands are now under organ- 
ized protection from fire, and an average of less than 1 percent of the 
protected area has been burned annually in recent years. 

On managed forest properties with developed road systems, super- 
vision by technical foresters, and specific plans for cutting and stand 
improvement, losses undoubtedly are less than the average for all 
properties. 

Close to $50 million a year is now spent to prevent and control 
forest fires, and with such large expenditures fire losses have been 
greatly reduced. Although still far from adequate, control of insects 
und «iseases likewise is improving. For the country as a whole, the 
annual loss from these natural causes is estimated at about one-half 
of 1 percent of the total volume of standing timber. An increasing 
proportion of such loss is salvaged, however, as in the classic case 
of the Tillamook fires in Oregon where more than half of the timber 
killed by fire in 1933 and subsequent vears has already been salvaged. 

Fires still cause very great losses of timber in terms of growth 
lost through destruction of seedlings, deterioration of site, and lower 
quality of damaged timber. However, in terms of economically mar- 
ketable timber on managed properties, such as those covered in H. R. 
5605, it appears that in relatively few cases should physical damage, 
after allowance for salvage, be so great as to exceed the margin of 
safety between the amount of the loan and the value of the timber. 

Commercial fire insurance is already being written to a limited 
extent and it is reasonable to suppose that additional insurance coy- 
ering at least the lenders’ interest in the timber used as collateral 
would be stimulated by a lending program of national banks. 

With respect to economic factors affecting loan security, the long- 
term trend of stumpage prices has been strongly upward. In view 
of the tightening supply situation for economically marketable timber, 
and prospective long-term expansion in use of timber products, it does 
not appear that lending agencies need be unduly concerned that stump- 
age price declines would wipe out 60 percent of the timber value or 
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other reasonable mav¢in of loan security. An active market for tim- 
ber property and strong competition for timber sale offerings also 
suggest a rather high degree of liquidity for timber loans. 

It should also be stressed that with the exception of overmature 
trees, standing timber is an appreciating asset. In managed forests 
volume growth may be expected to average 5 to 5 percent annually. 
Thrifty trees increase in value faster than in volume, however, and 
value increment in managed forests thus often shows substantially 
higher rates of earnings. At an experimental forest at Crossett, Ark., 
in an area typical of much of the South, the timber has increased in 
valve at more than $3 per acre annually. 

Thus it appears that there is need for forest credit such as would 
be authorized by H. R. 5603, that conditions in the United States are 
increasingly favorable for timber farming on a permanent basis, and 
that neither the risk of physical loss nor lack of economic security 
need stand in the way of an expansion of credit secured by the timber 
resources on managed forest properties. 

The Department of Agriculture is therefore in favor of the objec 
tives of Hl. R. 5603. We also believe it would be appropriate to pro- 
vide that unamortized loans be permitted for a period up to 5 years, 
as is the case with other real estate. We strongly believe, in addition, 
that the terms of loans should not require repayment through short- 
term liquidation of the timber placed as security but should be such 
as to encourage the sustained yield management of timber resources. 
We do not believe it would be practical to base timber appraisals only 
on timber of sufficient maturity to insure a salvage value of 40 percent 
of full value. The 60-pereent margin between full value and the 
maximum amount of loans as now provided by H. R. 5603 should ade- 
quately safeguard the lending institution. 

That concludes my statement, Mr. Chairman. 

The Cuarrman. Mr. Josephson, vou have used the term as it is used 
in the act. Is there a generally accepted definition of “economically 
marketable” ? 

Mr. Joserison. Tussume that that term has about the same meaning 
as merchantable timber in common practice, where we are referring 
to stands of sufficient maturity and of such volume to permit current 
logging operations at a profit. 

The size of the trees, the volume per acre, and the location of the 
timber, are all factors which would influence the financial maturity or 
merchantability of any particular tract. 

The CrarrMan. It might vary from tract to tract? 

Mr. Joseruson. It would. 

The CHarrman. Are there questions of Mr. Josephson ? 

Mr. Tarur. Mr. Chairman. 

The Coamman. Dr. Talle. 

Mr. Tauxr. I assume that accessibility would be important ? 

Mr. Joseruson. It would be tremendously important, sir. In the 
southern part of this country, there are very few areas which are not 
now reasonably accessible. We have a developed area, with lots of 
roads, and rather high value timber for pulpwood, saw logs, or other 
products. ‘The volume per acre that is required for economic logging 
operations is rather small. In many areas as low as 600 board-feet 
per acre may be taken off. 
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In parts of the West, however, it may be necessary to take off 5,000 
to 10,000 board-feet per acre to make an operation economically 
feasible. 

Mr. Tarte. Do you believe that paper mills would be interested in 
this form of credit ? 

Mr. Josepuson. It would seem that the chief users of such credit 
would be the concerns which are acquiring land and timber, which 
would include most of the pulp and paper mills and many of the large 
lumber companies. We think that such loans would also be used by 
many of the larger nonindustrial landowners who are consolidating 
holdings or trying to develop their forest properties. 

Mr. Thank you. 

The Cuamrman. Are there further questions of Mr. Josephson 

Mr. Meurer. Mr. Chairman. 

The Cramman. Mr. Multer. 

Mr. Murrer. Do vou know of any lending institutions that desire 
to make this type of loan? 

Mr. Joseprson. Within the last few years we understand that a 
number of the life insurance companies have begun to make loans of 
20 years or more, and have shown considerable interest in expanding 
loans in this field. 

There is a very small amount of credit on timber made available 
through the Federal land banks, which loan, of course, only on farm 
properties. 

Other than that. we do not know of any comprehensive sources of 
credit on standing timber. 

Mr. Muurer. I know that during World War IT we attempted to 
place loans of this type, and they all had to be placed through RFC 
and we couldn’t get any institutions to participate in the loans made 
by RFC. T was wondering whether they has been a change in the 
attitude of lending institutions toward this type of loan. 

Mr. Joseruson. There has been a change on the part of some of the 
life insurance companies. Of course the national banks are enjoined 
from making such loans now. 

Mr. Mumma. You put a good bit of stress on these life insurance 
companies making these loans. Can vou pinpoint anyone in any part 
of the country, so that it is at least definite. 

Mr. Josepnuson. We have been informed that the Equitable Life 
Insurance Co., for example, has made loans in the South. 

Mr. Mumma. Yes: that is the best forestry ground in the country. 
isn't it? The best practice of forestry is in the South, on account of 
the shorter rotation and extreme growth of that type of pine? 

Mr. Josepuson. Yes, sir: it would seem that the South and the 
Douglas fir region of the Pacific Northwest would have the best opnor- 
tunities for forest management in the country. At the present time, 
the South may have an advantage, but in the long run, the Douglas 
fir region also has tremendous possibilities. 

Mr. Mumma. You state here that the increment would be 3 to 5 
percent a yvear. That would make the rotation 20 years, wouldn’t it? 

Mr. Joserrson. Well, the usual practice is to attempt to grow crop 
trees at rotation ages varying from 60 to 120 vears. 

Mr. Mumma. My mathematics may be bad, but can you get that 
with a 5- to 5-pereent annual increment, the 60-year rotation ? 
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Mr. Joseruson. I was referring to a tract of timber, for example, 
with trees averaging 16 inches in diameter. Merchantable timber of 
this size would show such rates of growth. 

The very small trees just growing into sawtimber size would, of 
course, show very high rates of growth. The rate of volume growth 
diminishes as the stand grows older. 

Mr. Mumma. Don’t you think, generally speaking, that long-range 
timber ownership will evolve upon either State or national agencies 
and that there are very few people who can afford to hold timberland 
that long? 

Mr. Joseruson. In all regions there are locations which are more 
productive than others. So in every region there should be some areas 
which are highly promising to private industry. 

In the South ‘and in the Pacific Northwest, there probably will be 
more of these attractive opportunities for private industry than in 
many of the other regions. 

Mr. Brown. Timber is a very fast-growing and fast-moving crop. 
It is one of the most valuable money crops we have in my State. 

Mr. Joseruson. Yes; as I started to say a moment ago, the crop trees 
in the forest would be carried through on a rather long rotation, but 
under management we would expect to go into a forest area every 
10 years or so, take out the smaller trees which need to be removed, 
presumably for pulpwood in most cases, and by cutting at periodic 
intervals obtain a reasonable flow of income and production from the 
forest area. 

Mr. Brown. We are teaching the farmers of the country how to 
preserve their timber. 

Mr. Spence. What has been the loss by forest fires generally ? 

Mr. Joseruson. The loss during the last 5 or 10 years has dropped 
to less than 1 percent of the area protected per year. The loss of 
timber of larger sizes, of course, is much less than 1 percent of the total 
volume of timber because the larger frees are fairly fire resistant in 
most areas and the principal loss is suffered by the small seedlings and 
saplings. 

Thus, the loss of merchantable timber is far less than 1 percent of 
the stand. 

Mr. Spence. Is that decreasing all the time? 

Mr. Joseruson. It has been decreasing steadily and fairly rapidly 
during the last 20 years or so as a result of an expanding program of 
better forest-fire protection by States, the Federal Government, and 
private industry. 

As I mentioned earlier, we now spend about $50 million a year for 
fire protection, and with such expenditures we w ould expect the losses 
to be reduced to a rather low level. 

Mr. Spence. No insurance can be obtained against that loss, ean it? 

Mr. JosepHsoNn. At the present time the only fire insurance we know 
of is being written in the State of New Hampshire. There is as yet 
no very adequate or comprehensive program of forest-fire insurance, 
though it does seem probable that if forest credit is advanced on a 
large scale, it should definitely stimulate the writing of more forest- 
fire insurance. 

Mr. McDonoven. Mr. Chairman. 

The CHatrrman. Mr. McDonough. 
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Mr. McDoxovenu. Do you believe that loans such as those proposed 
in this bill should be made against leased forest lands—that 1s, where 
a cutter goes in and gets a lease on federally owned lands, that he 
should be able to get a loan ¢ 

Mr. Joseruson. Well, in the case of the timber im national forests, 
for instance, or other public lands, the operator doesn’t have the prob- 
lem of carrying the timber or financing its protection, taxes, and so 
forth. Thus, there may be justification for not permitting loans on 
public timber. 

Ordinarily, just the owner of the timber, or the prospective owner, 
would be getting the credit secured by the timber. 

It is my understanding that many operators of national-forest tim- 
ber, once they have severed the timber, can obtain loans on the logs, 
as well as on their plant and other equipment. 

Mr. McDonoven. Well. they can do that without this kind of legis- 
Jation. 

Mr. Joseruson. That is right. 

Mr. McDonoven. But this legislation is directed toward those 
owners of the land and producers of timber stands who own the entire 
project. and need financing to bring about the production 4 

Mr. Josepuson. That is right. About three-fourths of all the com- 
mercial forest land in this country, including much of the better 
sites and better opportunities for long-term management, about 345 
million acres, would be involved. 

Mr. Evusworrn. Mr. Chairman, I think three witnesses we have 
here from the West could answer many of these questions. Mr, Jo- 
sephson is located here in Washington and could be recalled by the 
committee, I don’t want to suggest anything that would hold up the 
complete hearing on this bill, but I believe we should call these other 
three witnesses and recall Mr. Josephson later, if necessary. 

The Crarman. I think that might be helpful. Are you through, 
Mr. McDonough ¢ 

Mr. McDonoven. Yes, Mr. Chairman. 

The Cuatrman. Thank you, Mr. Josephson. 

Mr. Carvel Linden, president of the Portland Chamber of Com- 
merce, is our next witness. I might say that this afternoon the House 
takes up the appropriations for the Mutual Security Administration, 
and if we are not through with your witnesses, Mr. Ellsworth, we will 
try to come back later. 

Mr. Thank you. 


STATEMENT OF CARVEL LINDEN, PRESIDENT, PORTLAND 
CHAMBER OF COMMERCE 


Mr. Linpen. My name is Carvel Linden. I am president of the 
Chamber of Commerce of Portland. Oreg.. a former national bank 
examiner, with some 14 years of experience in examining national 
banks, in various States, including the west coast, the Southern States, 
and the eastern seaboard, 

The inability of banks to extend credit on the security of standing 
timber is a distinct handicap in our effort to serve the soundness of 
one of the principal industries of the west. coast. Tangible value and 
marketability of standing timber has vastly changed over the past 
two decades, mainly for the following reasons : 
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One, greater nationwide use of lumber. In 1950 lumber production 
on the west coast totaled 11,660 million board-feet. Nationwide the 
production was 26.517 million board-feet. 

In 1951, west coast production had increased to 20,159 million 
board-feet or practically double the 1930 production, whereas national 
production amounted to 38,488 million board-feet. 

Too, development of new products, in which wood is the basic ma- 
terial, such as plywood, building hard board, and its use in the manu- 
facture of pulp and paper. 

Three, continuing reduction in the available supply of timber, 
which tends to create greater tangible value. Oregon presently con 
tains approximately 40 percent of the Nation’s supply of standing 
timber. 

Today, there is a ready market for well-situated timber, whether it 
be in large tracts or in small so-called woodlot stands that are found 
on many farms in our area. 

The farmer today has a valuable asset in his woodlot, in that such 
timber has a ready market for use as pulp material, if not for the 
manufacture of lumber. As a national bank examiner conducting 
examinations of banks in the west-coast area up until 1934, I should 
not have been able to make the foregoing statements as to the desir- 
ability of standing timber as security for bank credit. New develop- 
ments in the broader use of wood had not yet occurred as a major 
degree, and the market was lacking. 

The advent of forestry management and scientific tree farming have 
enhanced the intrinsic value of standing timber. 

The primary need of the industry today is to have credit available 
to purchase blocks of timber for manufacture. Such loans may be 
retired as the timber is cut and removed. The credit, therefore, is 
self-liquidating. 

For the most part, liquidation occurs within a 5-year term, but, con- 
ceivably, in large lumbering operations, a longer period of time would 
be required. 

Under this condition, a requirement that loans be amortized is essen 
tial. Banks today are often obliged to circumvent present regulations 
by predicating credit on the security of sawmill machinery and build- 
ings, which are in effect merely the tools with which to manufacture 
the basic raw material. 

I submit, as a comparison, another type of loan, presently permitted 
under section 24, that is a real-estate mortgage loan on the security 
of grazing land used in the sheep industry. These lands have value 
only as accessories or tools with which to service the basic industry of 
raising sheep. The importance of this legislation to our area is pointed 
up by the fact that the wood-produets industry is the largest producer 
of income in the State of Oregon. It employs the greatest number of 
people—about 90,000 out of the total of 160,000 industrial employees. 

It seems wholly inconsistent that the basic raw material, standing 
timber, should be without collateral value for credit purposes. 

It is believed that the Comptroller’s office visualizes banks making 
loans on timber to be liquidated strictly from the manufacture of 
lumber, whereas the pulp mills have become a major market for trees, 
especially for the small so-called woodlot stands that are found on our 
farms. Perhaps the Comptroller also fears that the less prudent bank- 
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ers might use this law injudiciously; although I am well acquainted, 
by having been a national bank examiner, with the basis for anxiety 
in this respect, it is unreasonable to assume that such a permissive law 
would be abused more than is possible under the present section 24, 
which permits real-estate loans on any type of improved property, re- 
gardless of its desirability as collateral security. 

There seems to be, therefore, little sound reason for apprehension 
in this respect. 

In Oregon, we are concerned mainly with two types of loans: (a) 
Those made for the acquisition of timber that is to be cut and marketed 
within the near term, and (4) loans made for the purpose of acquiring 
lumber for reserves. Such stands conceivably could be substantial 
holdings which would serve the cutting capacity of the particular 
mill for an extended period of time, or justify the substantial expendi- 
ture for plant investment, perhaps a term up to 10 years. 

The amendment should read that at no time should the remaining 
marketable timber have a value less than 40 percent of the original 
appraised value thereof. This would assure a minimum as well as a 
maximum liquidation, dependent on the quantity of timber cut. 

The loan should be limited to not over 40 percent of the appraisal 
of economically marketable timber. 

The term for loans of (A) type should be a maximum of 2 years 
without amortization, and the term for (B) type loans should be 
a maximum of 10 years, with an amortization of 10 percent per 
annum, A maximum term of 5 years would be acceptable with an 
amortization rate of 10 percent per annum. 

The shorter term of 3 years, recommended by the Comptroller, 
would not serve the basic need. 

I say this because, in some of the larger operations in our area, it 
is necessary for the operator to acquire reserves of timber that will 
assure the operation of the mill for a period of time. A 3-year term, 
with full liquidation of the loan during that period, could not be pro- 
vided by the owner usually out of the profits of the operation on a 
3-year term. ‘The amount of amortization would be too great. There- 
fore, the longer term, with 10 percent amortization, would be more 
practical. 

With respect to the 40-percent appraisal, under section 24 it is pos- 
sible to loan up to 60 percent on other types of real estate. By reduc- 
ing these loans to 40 percent, we fee] that we take care of the hazard 
of fire and insect damage that might accrue during the period. 

The banks should be permitted to make loans of this type in the 
aggregate not to exceed 50 percent of the capital stock and surplus, 
such loans to be within further restrictive limits of section 24. 

Take, for example, a small bank with a capital and surplus of 
$200,000. Formerly the deposits of that bank would probably have 
amounted to $2 million. Today they are perhaps closer to $4 million. 
Which would mean that at no time could the bank have over $100,000 
invested in this type of loan, which is not, in the aggregate, a great 
amount. 

There are submitted various examples of actual loan applications 
which our bank was obliged to decline because of the present restric- 
tions on timber as collateral. These are actual cases, typical of credit 
requirements in our Pacific Northwest area. 
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On October 31, 1952, Fred M. Martin, Toledo, Oreg., an experienced 
logger and customer of our bank, presented a statement showing 
$15,000 cash on hand, total debt of S13 3.350, This person’s assets are 
very largely represented by logging equipment, tracts of timber owned 
and unencumbered, felled and bucked logs. 

Mr. Martin at the time was logging in the Bandon area and had 
an opportunity to acquire in that vicinity about 5,800,000 feet of well- 
situated timber, of which about one and a half million feet was pre- 
mium cedar. The timber to be acquired was supported by a new 
cruise made by a registered cruiser. The purchase price was $50,000, 
which is an average of about $9 per thousand. 

Based on the going price of timber in that particular area, the prop- 
erty was undervalued at $9. It was being sold by a millowner in the 
area, who was pressed for cash working capital. The timber to be 
purchased was to be logged and marketed within an 18 months’ period. 
The ability to grant a $30,000 loan on the security of this timber 
would have permitted Mr. Martin to acquire the property. The trans- 
action in this instance would have been a sound bank credit, because 
of the integrity of the maker, his proven ability as a logger and the 
market: ibility of the product, and outside financial responsibility of 
some substance. 

The bank was obliged to turn down the loan because of inability to 
secure the loan with eligible collateral. 

The Ace Logging Co., February 10, 1953: Operation consists entire- 
ly of logging self-owned timber and selling the logs on the market, or 
contracting for the sale of logs to a mill. The company is devoid of 
timber holdings. Application was made for a loan of $40,000, which, 
with a like amount of owned cash, would be used to make full payment 
of standing timber, which would be cut and marketed in sufficient 
quantity to repay the bank within 6 months. Federal regulations will 
not permit such a loan on timber security. Financial statemer nt shows 
a worth of $80,487 against total liabilities of $89,125, of which $52,165 
is owed to stockholders of the corporation and can be subordin: ited. 
Tree-logging equipment offered as security is valued at $46,700. This 
does not provide a satisfactory margin for a loan of $40,000. A satis- 
factory margin would be available if we were permitted to take a 
mortgage on the timber. 

The Western Oregon Pine, Inc., February 19, 1953: The above rep- 
resents a family operation of a moderate-sized sawmill which has been 
cutting mixed fire and pine lumber for some years, with better than 
average results profitwise. These earnings have largely been invested 
in timber, which now has value of approximately $675,000, There has 
never been an attempt to erect pretentious plant facilities, and these 
have a present value, including some logging equipment, of only 
$45,000. 

In order to avail themselves of planer and dry-kiln facilities, which 
they did not own, they joined with other interests, investing about 
$150,000 as their share in constructing dry kilns and a planer. 

The other party now wishes to withdr: aw, and the bank has been 
asked to consider a loan in the amount of $200,000 for the purchase of 
this interest and provide some working capital. 

The Cuamman. Would it be agreeable to you to conclude your 
statement this afternoon ? 
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Mr. Linpen. Yes, Mr. Chairman. 

The Cuairnman. The committee desires to go into executive session 
on another matter, so we will return at 1:30. 

(Whereupon, at 11:45 a. m., the committee recessed to reconvene 
at 1:30 p.m. The committee was unable to meet in the afternoon 
because of business in the House and the next meeting was scheduled 
for 10 a.m. Wednesday, July 22, 1953.) 


NATIONAL BANK LOANS ON FOREST TRACTS 


WEDNESDAY, JULY 22, 1953 


Hovse or REPRESENTATIVES, 
COMMITTEE ON BANKING AND CURRENCY. 
Washington, D.C. 

The committee met at 10:30 a. m., Hon. Jesse P. Wolcott (chair- 
man) presiding. 

Present: Messrs. Wolcott (presiding), Talle, Kilburn, Widnall, 
Betts, Mumma, Merrill, Hiestand, Stringfellow, Spence, Brown, Pot- 
man, Deane, Dollinger, Bolling, and O'Hara. 

The Cuarrman. We will now resume hearings on H. R. 5603 and 
continue the hearings on H. R. 6130 later. 

I believe Mr. Linden had not completed his statement yesterday ; 
is that correct, Mr. Linden ? 

Mr. Linpen. Yes, sir, Mr. Chairman, that is correct. 

The CHatrrman. You mav do so now. 


STATEMENT OF CARVEL 0. LINDEN, PRESIDENT, PORTLAND 
CHAMBER OF COMMERCE, PORTLAND, OREG. 


Mr. Linpen. To repeat a portion of the last paragraph of my 
statement, Mr. Chairman, the plant facilities beimg acquired cost 
approximately $200,000, This, together with a modest sawmill plant, 
does not represent sufficient collateral value to justify the requested 
loan. No reliance can be placed by the bank on the substantial timber 
holdings, because the Federal Reserve Act will not permit banks to 
lend on timberland. 

As a result, this will be a very difficult loan for the bank to act 
on favorably, and it may be necessary for the applicants to sell some 
of their timber in order to raise a part of the money needed. 

This would be an undesirable step, since a reduction in the timber 
reserves will lower the value of the sizable plant investment. 

If the bank could tie the timber into the transaction, along with 
other collateral, it would have a much better chance of favorable 
action. 

One last example, Mr. Chairman. 

Forsythe Lumber Co., October 15, 1952. A very successful con- 
cern, that has been a good customer over a period of years. An 
up-to-date mill plant valued at $542,000, against which the bank has 
a mortgage to secure a $150,000 loan. 

Proceeds of this loan were used to purchase timberlands, which 
will be logged over a period of years as needed. 
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Besides the loan, the bank committed for $250,000 unsecured for 
current operations. 

The term of the loan of $150,000 had been closed only a couple of 
months when the company had an opportunity to purchase, at what 
was considered a very reasonable figure, timberlands adjoining the 
timberlands already owned. The acquisition of these additional tim- 
berlands would serve the continuous operation for 8 to 10 years. It 
must be realized that a mill plant has value only with the timber 
back of it on which to operate. The company had no security to 
offer other than the timber holdings, which were carried at a book 
value of $700,000. 

The bank did make a new advance of $100,000 mortgage against 
the plant and equipment. 

While no unusual risk would appear to be involved, how much 
better position could have been attained if the timberlands were cov- 
ered by the mortgage. 

Reference was made yesterday to the RFC. Let me say the need 
and urgency for this legislation become more necessary with the 
passing of that agency. The RFC has been perhaps the largest 
single source of term credit for various segments of the lumber and 
forestry industry in our Pacific Northwest area, an industry which 
at times requires large sums of money. The agency, in our area, 
operated successfully and on a very businesslike basis, and we in the 
Northwest will regret to see the RFC placed in liquidation. 

Mr. Parman. What did you say there? 1 didn’t hear you. 

Mr. Linpen. We will regret to see the RFC placed in liquidation. 

The regulations and laws under which the RFC operated permitted 
mortgages on timberland with a permissive term for credit up to 10 
years, With an amortization of 10 percent per annum. 

That completes my statement, Mr. Chairman. Thank you very 
much. 

The Cuarman. Thank you. Are there any questions of Mr. 
Linden ¢ 

Mr. Parman. You think the RFC then rendered a great service? 

Mr. Linpen. The RFC did a great service in our area. 

Mr. Parman. What will take the place of the RFC in your area, 
if it is liquidated under this bill that is now up? 

Mr. Linpen. The only possible substitute would be perhaps the 
new agency that is being set up. 

Mr. Parman. Well, that is a small business agency and of course it 
is limited. The House limitation is to $100,000 loans and the Senate 
limitation is to $200,000 loans. 

I think the greatest service of the RFC was buying improvement 
bonds from the cities and towns. Do you not feel that was a great 
service ¢ 

Mr. Linpen. I think so. 

Mr. Parman. And it is remarkable that they bought a billion and 
a half dollars worth of improvement bonds. And they kept those a 
while, seasoned them, matured them, and then fed them out to the 
market without any loss, but with a substantial gain, and they only 
have $25 million worth of those bonds on hand now. , 

And you know there are lots of towns and cities throughout this 
Nation that would not have a sewer system, would not have a water 
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system, would not have their streets paved, had it not been for the 
RFC. Do you not agree, sir / 

And yet they are liquidating the agency that has caused all those 
fine comforts and conveniences throughout the Nation. And there is 
ho re for these bonds. You know these tax-exempt bonds have 
gone up 1 percent in 5 months. One percent. That means that the 
big wealth of this country is going to go right into tax exempts. There 
is no market for the bonds, interest rates are going up. and then who 
is going to pay the taxes ¢ 

Mr. Linpen. I might say that in our area considerable of the 
wealth and industry comes from basic raw materials, which require 
large capital credit. The banks in the area were not always able to 
supply that long-term capital credit. 

Mr. Parman. And the banks are not very forward or aggressive 
anyway, even with local industries, because they have to be so cau 
tious in keeping their depositors’ money. [I know that in my section of 
the country, we have a steel mill. The banks down there know all 
about cotton, oil and cattle, 2nd they will loan in connection with either 
one of those three, because they know all about it, they have their 
experts, they have the knowledge, and vou can get conside of bt ition ofa 
loan. But on pig iron, steel and coke, they do not know a thing on 
earth about it, they would not put a dime in it. and when we tried to 
sell stock for a dollar a share—1it is selling now for $10 a share, by the 
way—the bankers unanimously advised their customers, “Do not go 
into it. You will lose your money.” Everyone of them advised their 
depositors in that way. 

So bankers just do not go in for things like that. They feel that 
their obligation and duty to their depositors is such that they must 
not run any risk themse Ives. and they advise their de ‘positors not to 
do it. So if we left it entirely to the banks, as much as I think of the 
banks, and as desirable as they are and as good a service as they render 
and as good citizens as they are, they are not too much on the side of 
advanced progress. Is that not your experience / 

Mr. Linpen. That is correct. 

Mr. Mr. Chairman. 

The Mr. Merrill. 

Mr. Merritt. To what extent will this authorization meet the needs 
of your lumber industry out there ¢ 

Mr. Linpen. It will assist to a very great degree in some of these 
capital credits that the RFC, for example, has been making available. 
both to the pinewood industry and to the lumber industry. 

Mr. Merrinti. You said the RFC would lend for 10 vears with a 
10-percent amortization each vear? 

Mr. Linpen. Yes. sir. 

Mr. Merrity. This bill would give the same terms. would it not 4 

Mr. Linpen. Yes. sir. 

Mr. Merrivi. Did the RFC have a more liberal attitude on the type 
of security you had to have. or did it limit the security to mature. 
marketable timber 

Mr. Linpen. I do not believe the RFC had a more liberal viewpoint 
with regard to collateral. 

Mr. Merritt. You do not believe they had / 

Mr. Linpen. I do not believe so. 
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Mr. Merritt. Well, then, in that case, if we were to pass this legis- 
lation, private banking could come in and completely take the place 
that the RFC has been filling in your lumber industry, could it not! 

Mr. Linpen. Not completely, because the RFC did take a little 
greater risk at times than the ordinary commercial bankers felt they 
cared to do. There would be that difference. 

Mr. Merritt. But, except for the risk involved, the loan potential, 
you might say, disregarding the fact that maybe the RFC sometimes 
was a little too prone to take risks—perhaps they got into the field of 
capital investment—but whether they did or not, the potential, the 
legal authorization in this bill would be about what the RFC had; 
is that right ? 

Mr. Linpen. That is corréct. 

Mr. Merritt. And you think, then, that this would go a long way 
toward supplying your credit needs. 

Mr. Linpen. I feel that in our area it would do a great deal to assist 
in the capital requirements of the industry. 

Mr. Merritt. And if we do not pass the bill, and the RFC goes out, 
there would be a void left in the credit. 

Mr. Linpen. There definitely would be a void in our area for that 
credit. 

Mr. Merritt. Have your State banks made timber loans? 

Mr. Linpen. The State banks in our State are practically all subject 
to the same regulations as the national banks. It is only those State 
banks who are nonmembers of the Federal Reserve System that can 
make loans on timber, even though in our State there is no law that 
permits loans on timber, 

Mr. Merriti. Your State is Oregon ? 

Mr. Linpen. Yes, sir. 

Mr. Merritt. In Washington they permit those loans. 

Mr. Linpen. In Washington they have a State law which permits 
loans on timber by reason of it being personal property, and a chattel 
mortgage is used. 

Mr. Merrit. Are you familiar with their experience in that State 
or not ¢ 

Mr. Linpen. Only ina general way. The experience has been satis- 
factory. 

Mr. Merritn. Do you think they have had enough experience up 
there that it would serve as something of a pilot plant for this legisla- 
tion enabling the national banks to come into the field ? 

Mr. Linpren. Yes, sir; that has been a statute for a number of years 
and it is common practice up there. We are just handicapped in that 
respect. We have to circumvent the law in many cases to accomplish 
the same sort of a transaction. It does not give us quite the same 
protection. 

Mr. Merritt. Do you think there has been enough banking experi- 
ence to show that this is wise legislation, and also that it does not in 
any Way impair the security of the banking organizations, when the 
banks have this authority ¢ 

Mr. Linpen. It is like any other credit. It becomes a matter of 
prudent judgment as to which one should be made and which should 
not be made, and my contention is that this law would not be used 
injudiciously any more than the present section 24 allows loans on 
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any type of improved property. A less prudent banker could make 
a loan on a very undesirable piece of improved property and you 
would have the same situation. So it comes back to banking judg- 
ment, as to those loans that are acceptable and those that are not. 

Mr. Merri. You cannot eliminate that factor from any phase of 
banking. 

Mr. Linven. No, sir. 

Mr. Merritt. You do not think the risk here would be any greater 
than in any other field ¢ 

Mr. Linpen. Not any greater. The protection to the small bank 
is two things, the 40 percent loan against the valuation, which allows 
for possible fire, as compared to a 60-percent loan on improved prop- 
erty; and, secondly, this section which allows only 50 percent of your 

capital and surplus in such loans in the aggre — That definitely 
is a protection to the bank so that they do né 
type of credit. 

Mr. Merritt. What do you think about the idea, not only of re- 
quiring that your loan not exceed 40 percent of the appraised value 
of your marketable timber at all times, but also that it be the type 
of timber that would still have a salvage value of 40 percent of the 
appraised value, after a fire occurred if one did occur. Do you think 
that would be a necessary requirement? Or what do you think the 
effect of including that in the bill would be? 

Mr. Linpen. The 40 percent I think contemplates the possibility 
of fire and insect damage. 

Mr. You have that in here now / 

Mr. Linpen. That is correct. 

Mr. Merritt. What would be the effect of spelling it out a little 
more and saying—I believe it was recommended that it be spelled out 
so that the timber, as checked at the present time, would be sure to 
have a salvage value of 40 percent after fire?’ Do you think that is 
necessary, or do you think it would handicap you in the administration 
of this authority / 

Mr. Linpen. I do not believe that is necessary. It is pretty much 
of an abstract question, and it would be hardly practical to pin that. 
down in a law. 

Mr. Merritt. You think more harm than good would come from it? 

Mr. Linpen. I feel it would; yes,sir. You see, with such an amend- 
ment as this, there would be regulations that the Comptroller’s office 
will develop, as to how these loans can be made. 

For example, the matter of cruisers, and things of that kind. No 
doubt the Comptroller's office, which does that sort of thing, will come 
out with a regulation which will cause you to adhere to certain prin- 
ciples in making the loan. 

However, that phase does not necessarily belong in the law itself. 

Mr. Merritt. Thank you, Mr. Chairman. 

Mr. Wipnati. Mr. Linden, if this bill is passed, will it not then 
provide the same facilities for lending purposes as the RFC did? 

Mr. Linpen. Yes, sir. 

Mr. Wipnatt. So that there will be no loss, as far as this industry 
is concerned ? 

Mr. Linpen. That is right. 

Mr. Mumma. Mr. Chairman. 

The Cuatrman. Mr. Mumma. 
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Mr. Mumma. Do you have an idea what the average loan, by RFC, 
on timber would have been? I mean the amount of money involved. 
Just a guess. My point is this: I imagine your banks have the same 
stipulation that Pennsylvania banks may have. No matter how good 
you are, you can only borrow so much money. ‘They have a proviso 
that they can only lend one man a certain percentage of their capital 
and surplus. 

Do you still have that provision in Oregon ? 

Mr. Lrxpen. Oh, yes. ‘There are small banks that have had to 
go to the RFC because their loan limit did not permit them to make 
the loan as requested. 

Mr. Mumara. This limitation would not help the average loan that 
the RFC made; is that correct? In your opinion? In other words, 
is the average loan above the average amount a bank in Oregon can 
loan to one person ? : 

Mr. Linpen. I would say, so far as the independent banks in our 
State are concerned, that would be the case. However, we have a 
branch banking system, which is substantial. 

Mr. Merritt. Would you yield? 

Mr. Mumma. Yes. 

Mr. Mumma. Do your larger banks not work with your smaller 
banks, so that when a loan is too big for a small bank, it can apply for 
participation from a larger bank ? 

Mr. Linpen. That is correct, and we attempt to aid the small banks 
in that respect to a very considerable degree. 

Mr. Merrus. And your larger banks go after that business; dc they 
not ? 

Mr. Linpen. We are glad to assist in that respect. 

Mr. Merriti. When you tie your small banks into your larger banks, 
then would your loan limitation not be sufficient to take care of any 
loan ? 

Mr. Linpen. That is correct. 

Mr. Mumma. By the way, I have noticed a Government sale of 
burned timber. As I remember, it was $11 a thousand. Now of 
course I realize that that depends on the accessibility of it, but what 
would you say the average stumpage prices would be? Twenty 
dollars 

Mr. Lixpen. Twenty dollars is high today. Eleven dollars is a 
good price for burned-over timber. 

Mr. Mumma. Well, I mean without being burned over. 

Mr. Linpen. That is a fair price on today’s market. 

Mr. Mumma. In other words, at $11 for the burned stuff that is a 
fair price, although it depends on the accessibility ¢ 

Mr. Linpen. That is right. It could be a peeler-type log, also. 

Mr. Mumma. That would be even better ; would it not? 

Mr. Linpen. Yes; that is used for plywood and demands a higher 
price. 

Mr. Srrincrettow. What is the average amount of money loaned 
on these timber tracts? 

Mr. Linpen. It is not possible to estimate an average, because it 
runs from $25.000 up to $114 million, or something of that kind, or in 
between. It depends on the size of the operation. There are many 
small operations, and there are a number of large operations. There 
is no average possible. 
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Mr. Srrinerettow. Thank you. 

Mr. Linpen. These examples here, I think, are average cases. One 
had reference to a $30,000 loan, another one to a $200,000 loan. There 
is no average possible. 

Mr. SrrincreLtow. What I was trying to do was to find out the 
capability of this new Small Business Administration, which is under 
consideration right now, and which will go to conference, of filling 
the gap. 

Mr. Linven. It would not fill the gap in the more important cases. 

Mr. Drang. Why would it not fill the gap? 

Mr. Linpen. The limitation of $200,000 in the present bill would 
not fill the gap. 

Mr. Deane. Will you yield? 

Mr. I am through. 

Mr. Deane. You heard the statement of the Comptroller, in which 
he said he felt these loans should be limited to no longer than 3 years. 

In view of your experience with the RFC, it would be very difficult 
to operate if it were limited to 5 years; would it not ¢ 

Mr. Linpen. We feel it would be very diflicult to operate. It would 
take care of perhaps 60 to 75 percent of the cases. 

Mr. Deane. It would take care of that many ? 

Mr. Linpen. Perhaps. 

Mr. Deane. Why wouldn't it in the other 25 percent ? 

Mr. Linpen. A good many of these bans are made for immediate 
cutting and liquidation of the timber. A good many of them are, 
The less frequent applications are based on acquisition of timber for 
reserves to assure an operation over a period of years, which they have 
to have. 

The majority of the loan applications are for the shorter term, but 
there is the exception and 25 to 40 percent of the applications I would 
say would require a longer term than 3 years. 

Mr. Deane. Those 25 to 40 percent, would they be in the higher 
amounts ? 

Mr. Linpen. They are usually in the larger amounts; yes. You 
see the loan has to be paid from the profitable operations of the mill. 

Therefore, it is not possible for a mill to earn and pay off, out of 
earnings, substantial sums in a short period of time. It takes a longer 
period of time to do it. 

Mr. Deane. What type of management entered into the RFC loans? 
I ask that question in view of the fact that Mr. Taylor said there 
could be a wide variation as to what is proper management. He 
previously said that these loans should be placed under proper man 
agement in all respects. I would like to know what the manageny 
policy is, as far as these timber loans under RFC are concerned. 

Mr. Linpen. They used ordinary business judgment and banking 
judgment—prudent banking judgment, I would say, with perhaps a 
little more liberality than a commercial bank would use. But still, 
it operated satisfactorily and they had very good success in this tyyx 
of credit. 

Mr. Deane. I think what he was referring to was in studying the 
timber as far as fire hazards, and proper cutting practices, perhaps 


and so forth. I think perhaps that is what he was referring to and 
that is what I am tryi.g to get at. 
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_ Mr. Lixven. Well, that is more or less standard procedure. There 
is a routine you have to go through, and that is to assure that your 
cruises are accurate and that there are enough excess roads, firebreaks, 
and things of that kind, in your tract of timber. That is more or less 
standard procedure in the credit investigation. 

Mr. O’Hara. Mr. Chairman, would the gentleman yield for one 
question ¢ 

Mr. Deane. I surrender the witness to Mr. O'Hara. 

Mr. O'Hara. Just one question. What was the experience with 
this type of loans, of the RFC? 

Mr. Linpen. Very satisfactory. There were very few instances 
when they had to, you might say, foreclose and liquidate loans of 
this type im our area. 

Of course, the economy has been on the rise, and the business itself 
has been extremely profitable. There would hardly be any reason 
for bad experience up to now. What would happen from here on out, 
is another matter, perhaps, because lumber prices are dropping. 

Mr. O'Hara. Do you think that the 10-year period is necessary ? 

Mr. Linpen. We could accomplish the same thing by a 5-year maxi- 
mum term, with the same 10-percent amortization. What that would 
do would be to permit the bank, at the end of 5 years, to take another 
look at the loan, and if it is still in a satisfactory condition, it could 
be renewed for another 5 years, with another 10 percent per annum 
amortization. It would accomplish the same thing. I would feel 
that that would be as acceptable as the 10-year term. It has the 
advantage of allowing a bank to take another look at the loan at the 
end of 5 vears, when the big payment comes cue. 

Mr. O'Hara. That is if it were restricted to 3 years, then it would 
only service the marketing of the mature timber 4 

Mr. Linpen. That is correct. 

Mr. O'Hara. And would make no contribution to the larger prob- 
lem of reforesting ? 

Mr. Linpen. No, sir. 

Mr. O'Hara. Thank you. 

Mr. Berrs. Mr. Chairman. 

The Cuairman. Mr, Betts. 

Mr. Berrs. Do these mortgages on timberlands have any provisions 
to protect the mortgagee in the event the mortgagor would cut the 
timber and remove it without its knowledge? Or isn’t that necessary 
in this type of transaction ? 

Mr. Linpen. Well, there would be no penalties other than the 
normal 

Mr. Berrs. Acceleration of payment, and so on? 

Mr. Linpen. This clause that refers to the fact that at no time 
shall the loan be greater than 40 percent of the 10 remaining 
marketable value, that contemplates that as the timber is removed the 
liquidation of the loan has to be ahead of the removal of the timber at 
alltimes. That is the purpose of that being in there. 

If a person is dishonest, and you don’t catch them moving it, you 
are subject then to the same hazards as you are in any other loan 
where a man is dishonest. 

Mr. Berrs. That is the point I was wondering about. I suspect 
ihey have some sort of acceleration maturity date in that event. 
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Mr. Linpen. That is provided for in our collateral loan agreement. 
In case of anything of that type, why, a banker is always permitted 
to move in and take over. 

Mr. Mumma. Mr. Betts, would you yield? 

Mr. Berrs. I am through, Mr. Mumma. 

Mr. Muna. Is it not true that these cruisers are sort of in the ca- 
pacity of a certified public accountant ? 

Mr. Linpen. That is correct. 

Mr. Mumma. In other words, the banker could compel the bor- 
rower to make a contract with a professional cruiser and he could 
even go so far as to get an account of the cutting every month or 
week or however it goes’ The Forest Service, I believe, does that 
through some of these cruisers. 

Mr. Linpen. The cruising business is a scientific business the same 
as, you might say, an accountant. They have a recognized association, 
and registered cruisers, and they occupy the same degree of integrity 
as an accountant. 

Mr. Mumma. In other words, a banker can protect his loan through 
them. 

Mr. Linpen. That is right. The operation of keeping track of the 
cut and that sort of thing as routine matter within the bank’s handling 
of the loan. 

Mr. Merritt. As I understand this legislation, a loan will be placed 
on timberland. To what extent is timberland still not privately 
owned, and to what extent has it gone into Government ownership? 
You see the point I am trying to raise? What percent of the total 
timber-harvesting organization would be helped through this legis- 
lation ¢ 

Mr. Linpen. Well, there will be succeeding witnesses who can give 
you the figures on privately and publicly owned timber, although I 
can say that a very large percentage of the timber is privately owned 
in our State. 

Mr. Merrit. It continues to be. 

Mr. Linpen. It continues to be. 

Mr. Mr. Chairman. 

The Cuairman. Dr. Talle. 

Mr. Tae. It is true, is it not, that our forest resources have been 
used rather wastefully, though more in the remote years than now ? 

Mr. Linpen. Yes, I believe you could say that, though not from 
an intentional point of view, as much as for lack of knowledge at the 
time of the many uses of timber. Science and research have devel- 
oped all these new things in which wood products are now being used. 

Mr. Tair. Science and research have helped to make the lumber 
business a thriving one? 

Mr. Linpen. That is correct. 

Mr. Tatie. One witness pointed out something that I think is 
pretty well established, that there is a considerable gap between the 
cutting rate and the planting rate. 

Mr. Linpen. Well, there are others that can answer that better than 
I. The cutting rate, I believe, is going ahead a little bit faster than 
the present production rate at the present time, although I am not 
sure about that. It is rapidly coming up to an equal basis. Refores- 
tation is going on very rapidly. 
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Mr. Tatitr. As members of this committee we try to anticipate 
questions that will be asked us, and one question that might be asked 
could be—would the effect of legislation like this be to speed up the 
cutting rate, and leave a larger gap between the cutting rate and the 
planting rate? 

Mr. Linpen. It would have no effect in that respect. 

Mr. Tauie. That is, if you used RFC before and this did not occur, 
there would not be any change as to that aspect, would there? 

Mr. Linpen. No, sir. 

Mr. Tarte. Thank you very much. 

Mr. Brown. Mr. Chairman. 

The Cuatrman. Mr. Brown. 

Mr. Brown. Can any of the State banks make this type of loan 
now 
Mr. Linpen. Yes, there are a few State banks, nonmembers of the 
Federal Reserve System, that can make such loans under a chattel 
mortgage, Where the timber is regarded as personal property. 

Mr. Brown. If they are members of the Federal Reserve System 
they cannot make them; is that right? 

Mr. Linpen. That is right. 

Mr. Brown. Are they making any? 

Mr. Linpen. Well, they are in the State of Washington. They use 
that facility very much. I do not know about the Southern States, 
Mr. Brown. 

The Cuatrman. Because of the colloquy with respect to RFC loans 
I think perhaps the record should show that at the present time there 
are but 3 RFC loans in Oregon for these purposes, the total being 
$944,457. 

Mr. Mumma. That is just timber loans. 

The Cuairman. I assume from the names of the borrowers that 
they are timber loans. One is a plane mill company, one is a lumber 
company, and another is a fire company. I guess they would be all 
in this category. 

Mr. Linpen. The major activity of the RFC was perhaps 8 or 10 
years ago. The profits have been so substantial that most of these 
credits have been paid off in the interim, and we are really down to 
the low end of them right now. 

The Cuarrman. I might say that about half of this $944,000 is 
placed in one participating loan, amounting to about $400,000. 

Mr. Linven. They have made loans as high as $2 million for such 
purposes. 

The Cuatmrman. Recently? 

Mr. Linpen. Within the last 8 or 10 years. 

The Cuarrman. They have all been paid off? 

Mr. Linpen. Yes, sir. 

The Cuarrman. Are there further questions? If not, thank you, 
Mr. Linden. 7 

The next witness is Mr. Marshall N. Dana, chairman of the United 
States National Bank of Portland, Oreg. 
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STATEMENT OF MARSHALL N. DANA, CHAIRMAN, UNITED STATES 
NATIONAL BANK OF PORTLAND 


The Cuarrman. We are glad to have you, Mr. Dana. 

Mr. Dana. Thank you, Mr. Chairman. 

We who come from the Pacific Northwest for this hearing on H. R. 
5603 are sincerely grateful to you, Mr. Chairman, and members of 
the committee, for the arrangement for this hearing on such short 
notice, at the request of our highly esteemed Congressman from the 
Fourth Oregon District, Harris Ellsworth. 

I believe, however, that the subject we are discussing justifies the 
use of time on all sides. 

Yesterday, the question arose as to the support of this legislation 
by banks and bankers. I am able to report to you that the banks of 
Oregon and Washington, through their banking associations, have 
given unanimously voted support to this legislation, and the identical 
legislation introduced in the Senate by Senator Cordon, of Oregon. 

I have here a message from the Washington Bankers Association, 
strongly supporting this measure. I have the resolution adopted by 
the Washington Bankers Association. 

The Oregon Bankers Association has adopted 2 resolutions, 1 in 
support of the general proposal, and the second in support of the 
specific legislation. 

I have a letter here from the Utah Bankers Association in support 
of the principles of this matter, from the chairman of the forestry 
committee of the American Bankers Association, Donald E. Brown, 
supporting the proposal in principle, from A. W. Groth, executive 
vice president of the First National Bank of Portland, a member of 
our timbers collateral committee, also supporting this legislation, one 
from A. A. Rogers, superintendent of banks of the State of Oregon, 
a specific support of this legislation, a letter from the president of the 
Oregon Bankers Association, Clifford C. Clarkson, which asks enact- 
ment of this legislation, a letter from Donald E. Brown, representing 
the Carolina National Bank of Anderson, S. C., in support of the 
legislation, a letter from William H. Hosh, of the Georgia Bankers 
Association, also in support of the legislation, a resolution adopted by 
the Redwood Region Logging Conference—an important organiza- 
tion, mostly of California—in support of that legislation. 

I have here, too, Mr. Chairman, editorials which have been printed 
by the Forestry Digest, by Western Forestry, and by the Oregon 
Journal, of Portland, which, if I have your permission, I would like 
to offer for the record. 

The CHarrMan. Without objection, that may be done. 

(The information referred to is as follows:) 


{From Forestry Digest] 


LOANS ON TIMBERLANDS—FUNDS AVAILABLE TO WOODLAND OWNERS WITH WISE 
MANAGEMENT PLANS 


Three major insurance companies—Travelers, Equitable, and Prudential— 
now have multimillion dollar woodland loan programs under way. 

Qualifications for timber loans have not yet fallen into any cut and dried 
pattern, although conditions governing loan approval somewhat parallel those for 
certification in the American tree farm system. All require evidence of adequate 
protection against fire, overgrazing, and insect pests, and a management plan that 
provides for growth of continuing tree crops. 
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In a recent survey of the woodland loan situation, American Forest Products 
Industries contacted leaders in the farm loan and mortgage sections of a number 
of major insurance companies. This study showed a marked change in thinking 
concerning the long-established practice of lumping forestlands in the same 
general investment category as pastureland. 

Roger C. Wilkins, of Travelers, when asked about his company’s work with 
woodland owners, said: “When we first entered the field we had no precedents 
to guide us, but today the woodland-loans business has gone beyond the trial 
and error period and is here to stay. We have either made or approved loans 
in Oregon, California, east Texas, and the Southeast.” 

A Prudential Insurance Co. official, O. M. Krueger, commented: “It is difficult 
to understand why we Americans were so slow to realize that timber could be 
grown us a crop and at a profit. For years we have made loans on farms which 
included modest to large acreages of timberland. The forestland was given a 
very low appraisal based primarily upon its capacity to carry livestock. Now, 
we have concluded that loans can be made on the basis of timber production. 
Our first loans were made last December.” 

An Equitable official, Eli Ferguson, reports his company hired a full-time 
forester as an appraiser this year. “He is going to be a busy man,” declared 
Mr. Ferguson. “We are convinced that our tree farm file of loans is going to 
grow, but for the time being we will confine our operations to the South.” 

Officials of two other insurance companies—Mutual and Metropolitan—say 
they are watching the woodland-loan situation with interest. 

None of the insurance firms now making loans regards the absence of fire- 
insurance coverage as a major obstacle. The very absence of such coverage 
places the responsibility for adequate protection measures squarely on the owner's 
shoulders. 

In awarding its first loans Prudential bore down heavily on both the fire-control 
and management factors. Equitable found that overgrazing constituted the 
No. 1 hazard in the case of one southern loan where young trees were involved. 
The insurance firm now plans to have its forester make yearly inspections of 
lands where loans have been made. 

Once applicants win loan approval every effort is made by insurance companies 
to give owners wide latitude in carrying out their own forestry programs. 

One insurance company believes it may be possible to inaugurate a program 
whereby commercial banks would initiate loans to be taken over by the insurance 
firm. One obstacle to this is the fact that Federal banks still regard forest land 
as “unimproved real estate” no matter how well it may be managed. 

To date timber-tract loans have been approved for both industrial operators 
and private woodland owners. A desire to consolidate indebtedness over long 
periods is the biggest single reason applicants give for wanting loans. Another 
has been a desire to buy more timberland. 

Interest rates have averaged around 5 percent. No rockbottom amount has 
been set, but in general loaning agencies seem to prefer investments of not less 
than $25,000. 

One of the 3 firms now in the field reports it is ready to loan from $50 million to 
$100 million in the next 5 years provided the business is there and woodland- 
management qualifications are met. 


{Reprinted from American Forests, April 1953] 
To TIMBER LOANS 


A cheering development in forestry in recent years has been the increasing 
number of bankers active in promoting sound woodland management in their 
respective communities. Bankers are invariably keymen in their communities. 
Their recommendations carry weight. From the standpoint of forestry, no 
keener-minded, responsible group of enthusiasts could be found to espouse its 
cause. 

One disheartening element exists, however, in this new enthusiasm of bankers 
for scientific forestry. It lies in the fact that more and more of them are finding 
themselves in a contradictory position when they have to tell prospects, “Yes; 
I’m personally convinced your tree farm is a good collateral for a loan but, no; 
I can't loan you money because the national-bank laws prohibit it.” 

Roadblock in the business is a ruling made in 1948 by the Comptroller of the 
Currency. It states: “Standing timber ordinarily constitutes real estate, and 
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since neither timberland nor timber is rated as improved real estate, loans 
secured thereby are prohibited by section 24.” 

To many bankers and foresters, this ruling of the Comptroller just doesn’t 
make sense in the light of good Management conditious on more and more wood- 
lands today. How can a stand of trees that produces a cash crop every few 
years and steadily improves itself in the process be labeled as “unimproved,” 
they ask. Today, timber is a crop, they declare. 

Bankers of this school of thought have plenty of support. Mortgage-loan 
experts in three of the largest insurance companies in the world recently came 
to the same conclusion. Moreover, they took action. ‘Today, these three firms 
are making long-term loans on well-managed woodlands. It’s a multi-million- 
dollar business already. Now, some of them are telling the bankers in effect, 
“If you people can obtain the necessary ruling from the Comptroller, our timber 
programs could be handled under the approved mortgage plan the sanie as farm 
loans.” This means that the banks and insurance firmis could work tovether 
in initiating woodland loans and processing them on either a short- or long-term 
basis as desirable. 

Last month the bankers took action, too. In a move spearheaded by the 
Oregon Bankers Association and the Western Forestry and Conservation Asso- 
ciation, a conference was held with the Acting Comptroller to see what might 
be done about relaxing a ruling that still regards improved woodlands as un- 
improved. Marshall N. Dana, of the United States National Bank of Portland, 
and Stuart Moir, of the association, were leading lights at the conference. Carroll 
Gunderson was there pledging the aid of the American Bankers Association. 
Senator Guy Cordon, Republican, of Oregon, offered his assistance in working 
up statutory changes required for hearings before the House Committee on 
Banking and Finance, Not present, but there in spirit, were foresters every- 
Where who have had much to do in paving the way for a meeting of this type. 

Not all the details for working out required statutory changes were resolved 
at the conference. A number of questions remain to be answered. These in- 
clude: Should the loans run for 2, 5, or 10 vears? Should the loans be 40 or 
50 percent of the appraised value? What figures are most appropriate for 
maximum maturity, percentage of appraised value, and aggregate limitations? 
It is almost certain that strong safeguards to protect banks from overextending 
themselves will be insisted on if the present ruling is relaxed. 

Important from the standpoint of forestry, however, was not the number of 
problems encountered but the fact that the climate was favorable and that all 


concerned took a constructive view. <A good start was made. Also significant, 
is the fact that a conference of this nature was held in the first place. For 
years, woodlands have been luniped in the same general investment category as 


pastureland, or worse. As recently as 1951, Luther Gulick, in commenting on 
the dearth of woodlands credit, said, “Those who grow trees for the future must 
do so at their own risk and with their own capital.” 

That is now changing. This reflects great credit on the forestry profession 


as a whole. For years, foresters fought the battle of good forestry alone It 
was often slow business. They were often jeered at as visionary. They were 


-alled impractical. Today, they find themselves working shoulder to shoulder 
with some of the most practical people in the world, namely, bankers and invest- 
ment people. They are talking the same language. ‘This means that the drive 


to extend good forest management can now be pressed from a number of direc- 
tions at once. It spells out progress. It augurs well for the future of good 
forestry. 

The visionaries of 40 or 50 years ago, it seems, had considerable vision 
after all. 


{From Portland (Oreg.) Journal, June 16, 1953 
To Keep Step WiTH Forest PRACTICES 


The Bible has something to say about the sins of the fathers being transmitted 
to the fourth and fifth generations. 

But the Biblical examples takes second place to one of the provisions of the 
Federal Reserve Act. 

Buried deep in this statute is what amounts to the penalty clause for the old 
sins of “cut-out and get-out” in the forestry industry. 

Included is an added penalty for the oldtime failures to protect the forests 
against fire. 
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It is section 24 of the Federal Reserve Act which tells how banks may make 
loans on improved real estate. But, because standing timber was not thus 
included, the United States Comptroller of the Currency classified it as unim- 
proved real estate and issued a ruling that it is ineligible for national bank loans. 

This shatters at the very top the orderly financing of timber marketing. 

In other words, national banks can lend on logs, sawmills and equipment, 
lumber, transportation facilities, refined products and the industries that pro- 
duce them—anything but the trees which not only furnish the basis of the entire 
forest industry, but its future. 

One of the unhappy situations thus created is the headlong marketing of 
timber from the woodlots (privately owned areas of 5,000 acres or less). 

This has gone on to serious extent in the Willamette Valley and western 
Washington, where for lack of proper finance, standing timber—which is a grow- 
ing asset—is taken off, leaving the dead asset of a “wilderness.” 

Since last June, the Oregon Bankers Association has been working on a 
solution for this problem. 

The hearing was held before L, A. Jennings, then Acting, now Deputy Comp- 
troller of the Currency. 

Senator Guy Cordon, seconded by Representative Harris Ellsworth, has taken 
the lead in preparing an amendment to the Federal Reserve Act which reads: 

“Any national banking association may make real-estate loans secured by 
first lien upon forest tracts which are properly managed in all respects.” 

There is more of the amendment including the detailed conditions upon which 
loans can be made upon forests that are efficiently managed and protected from 
fire and pests. 

Che measure is one intended to help keep credit in pace with improved forest 
practices. 

Modern forestry should no longer carry the “eut-ont and get-out” stigma. 

Moreover, fighting forest fires has become a science. Prevention under the 
“Keep Oregon Green” label has reached a high point of efficiency. 

“Trees Forever” is another way of saying that Oregon’s principal employing 
industry with cash revenues vying with agriculture will continue always. 

Since we all have our stake in trees kept growing with orderly marketing 
and financing, here’s hoping that this enlivening amendment to section 24 is 
introduced and passed expeditiously. 

Mr. Dana. The movement to establish bank credit for forest tracts 
now spreads over two decades. It stems from truly revolutionary, for- 
ward improvement of forestry practices, and in protection from fire 
and insects. 

Our organization which I here represent, the Oregon Bankers Asso- 
ciation, took up this question more than a year ago, and assigned a 
committee, of which I was asked to serve as chairman, to study the 
subject and to report upon it, which we did, and we found to our satis- 
faction that forest tracts, under improved forest practices, with pro- 
tection from fire and pests, do constitute a secure collateral for loans 
such as are proposed in this pending legislation. 

We therefore made a report rec -ommending the support of the legis- 
lation, which was saaked by the Oregon Bankers Association. Anda 
similar action was, as I have stated, taken by the Washington Bankers 
Association. 

I emphasize this fact, Mr. Chairman, because Oregon and Washing- 
ton contain, by far, the greatest pool of softwood timber in the United 
States. 

Now, it is perfectly true that if the recommendation of the Comp- 
troller of the Currency, as offered yesterday, restricting loans to 3 years 
upon matured timber, would serve an excellent purpose, in what we 
would call a liquidating or a marketing loan, but there is more in this 
movement than liquidation. We are dealing with a studied and de- 
liberate effort, intelligently and realistically conceived, to manage the 
forests, so that we may have trees forever, so that we may reproduce 
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the forests, and produce from them the forest products throughout the 
Nation. 

We hope that the legislation enacted will be realistic with respect 
to this movement that hopes to open the door to the future, and to serve 
the needs of the Nation in the matter of forest products, and, therefore, 


it is not enough to offer loans on forest tracts for liquidation purposes 
but there should be loans that will enable the borrower to manage his 
forest. 

He can remove the weaker and the smaller trees, and market them 
in the forms that are most desirable. The accelerated growth will 


increase the weight of the timber upon the tract, and at the same time 
he will be provided with revenue. 

That process can continue over a period of years, and a tually we 
have actual experiences which demonstrate that enough revenue has 
been produced to repay the loan and meet operating costs, and provide 
a profit, and, at the same time, have as an increment in the forest tract 
a value greater than it was in the beginning. 

Therefore, this proposal, we think, should be geared to the movement 
for improved forest practices, and not mere ly be one that restricted 
completely to the protection of the banks. We feel that we have been 
cautious and prudent in the consideration of the facts that bear upon 
this subject, and that we are creating no hazard, to the banks or to the 
funds entrusted to them, in supporting this type of loan. 

And there is another point that I think should be emphasized, as to 
time. We should allow the borrower to eenerate the income ne ry 
to carry the operation, and not restrict it to merely a liquidation. 
Otherwise, we shall not have served the needs of the future. 

There is another service that can be rendered. We do have infesta- 
tion, and credit for the removal of infested trees will produce a reve- 
nue, and at the same time it will provide a protection for the remaining 
trees. 

This is very much in the interests of small timber owners, private 
owners. Timber tracts combined with farm areas, or the woodlots, by 
which we describe timber tracts of 5.000 acres or less. ; 

I have myself been a witness many times to the destructive removal 
of timber from woodlots, when a living asset of growing worth would 
be converted into a dead wilderness, without further production, due 
to injudicious and unwise removal of the timber. So I feel that we 
are speaking here for the small timber owners. 

Mr. Chairman, for many years I was editor of the Oregon Journal 
in Portland, and I have necessarily, by habit, learned to approach 
these questions from the standpoint of public interest and the sup- 
porting public opinion. I would like to testify that this amendment 
to section 24 of the Federal Reserve Act is a measure in the public in- 
terest. It will help to modernize bank credit to meet the needs of mod- 
ernized forest practices. It will cure an anomalous situation. 

At the present time, loans may be made on logs, sawmills, and tim- 
ber products, but loans have been forbidden on the trees, which are 
the source of all of the credit. The regulation promulgated by the 
Comptroller of the Currency, which classifies standing timber as un- 
improved real estate, and hence ineligible for national bank credit, 
belongs to the time when cut-out and get-out method of forestry was 
prevalent. 
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With the improvement of forest practices this regulation is not only 
outmoded and obsolete under existing conditions but stands as a bar- 
rier to the program for the future of forestry, which contemplates the 
continuous production, cropping, manufacture, and marketing of 
forest products. 

Amendment of section 24 applies directly to the timber-producing 
States, it is true, but it will create an indirect and tangible benefit for 
States consuming timber products, due to the fact that it will aid in 
establishing a sound economy for the timber States and enhance their 
service to the timber-consuming areas, 

Our outstanding economic resource, in the Pacific Northwest, is our 
timber. The amendment has the unanimously voted support of the 
Oregon Bankers Association and of the Washington Bankers Asso- 
ciation, and, as I said, these two States contain the Nation’s greatest 
pool of standing timber. 

The Florida Bankers Association has taken a strong position on 
behalf of authority to make loans on well managed and protected 
forest lands. The Florida Bankers Association is second only to Ore- 
gon in total forest-land area. 

It should be stated that the amendment when passed is not com- 
pulsory. It will widen the latitude in making loans, but will not af- 
fect the exercise of judgment in making loans upon their merits in 
specific cases, 

Experience demonstrates that the credit base for managed and pro- 
tected forest land is sound. Figures supplied by H. R. Josephson, 
Chief of the Division of Economics of the National Forest Service, 
show that the average stumpage prices of timber cut on the national 
forests for the Pacific Northwest, increased from $2.68 per thousand 
board-feet in 1940 to $15.68 in 1952. 

In the southern region, from $6 in 1940, to $17.44 in 1952. 

Great progress has been made in the protection of private, State, 
and Federal forest plants from fire. In 1931 the area protected was 
54.1 percent, or 227,578 acres, and the protected area burned was 1.69 
percent, or 5,842 acres. 

In 1951, the area protected had increased to 85.2 percent, or 365,- 
414,000 acres. and the area burned to 3,056,000, or 0.84 percent. 

In a letter to me dated May 15, 1953, Mr. Josephson writes: 

There is need for forest credit on managed forest properties of the type now 
under consideration. It appears that neither physical nor economic factors 
stand in the way of its successful development at this time, but that, on the 
contrary, conditions for such development are favorable. 

An outstanding example, demonstrating the fact that where fire 
occurs it may kill the timber, but not destroy the marketable value, 
will be found in our own State of Oregon, where the Tillamook fires 
of 1933. 1939. and 1945 burned over a total of 300,000 acres, with an 
estimated kill of 11 billion feet, from which there has now been 
salvaged more than the total estimate of fire kill, and several billion 
feet more are estimated to remain as salvable timber. 

There are many and recurrent instances where banks are embar- 
rassed in servicing their customers in the matter of timber loans, 
because of the Comptroller’s protective regulation. 

The amendment to section 24 of the Federal Reserve Act is sup- 
ported by key bankers throughout this forest region of the Pacific 
Northwest. A typical quotation will be found in a letter addressed 
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to L. A. Jennings, Deputy Comptroller of the Currency, on June 4 
last, by E. C. Salmon, president of the United States National Bank 
of Portland. 


Forest products comprise the very bone and sinew of our basie economy. 
Our experience shows that logs as well as dimension lumber plywood, shingles, 
and other products of trees, are merchandis ind are recognized collateral 
With a liquidating value. Standing timber is the source of all of these items, 
and the present standing timber loan is not considered as acceptable bank 
collateral. 

In other words, we can finance the log. but not the tree. I believe that 
the proposed amendment which Senator Cordon has introduced would make it 
possible to make these loans and help us stabilize the forest products industry, 
which is the most important single segment of the State’s economy Heretotore 
we have had to depend upon the value of the and equipment as a basis 
for loans, rather than on timber, bu sa practical matter of fact, the timber 
properly selected and suitably located is the more valued asset of the t 


That is from Mr. Salmon. 

I also wish to quote from a letter dated Julv 17, 1953, to Senator 
Guy Cordon by Clifford C. Clarkson, vice president of the Oregon 
Bankers Association. 

We hold that the original reason for withholding bank credit for forest land 
has been removed where the forest is well managed and protected from fire and 


pests. Experience has demonstrated that timber is a crop, which can be placed 
upon a basis of continuous production, assuring its future prosperity and that 
of this region, if allowed the credit standing to which it is entitled as a source 
of all other values in the forest industry. We believe that forest industries in 
the future can be stabilized and increased by orderly harvesting and murketing, 


aided by proper credit facilities. 

The amendment to section 24 of the Federal reserve Act. per- 
mitting national banking associations to make loans on forest tracts, 
has a high economic value to the forest industries and to the timber- 
producing States. It will permit increased and wholly sound expan- 
sion of current facilities on the part of national banks. It has no 
controversial or political phases. The only obstruction, Mr. Chair- 
man, that we have encountered to the passage of the amendment, is 
tradition and resistance to change. 

But change is inevitable, and in this instance constructively pointed 
toward keeping credit facilities and bank service in step with improved 
forest practices. And I would like to repeat that if these loans are 
realistic, if they are made to meet liquidating needs and forest opera- 
tion, that the collateral is sound, and that we shall have made a genuine 
contribution to future forestry, and the supply of the Nation’s needs 
in forest products. That completes my statement. 

The CuarrMan. Are there questions ¢ 

Mr. Brown. Mr. Chairman. 

The Mr. Brown. 

Mr. Brown. Suppose I have a farm consisting of 200 acres; 1. 
acres are uncultivated, but the other 50 acres are timber. Am I ab 
to secure a loan under this bill, if it is passed ¢ 

Mr. Dana. Not on your standing timber, Mr. Brown. 

Mr. Brown. How 1s that ? 

Mr. Dana. Not on your standing timber. You could secure a loan 
upon your improved farm property. 

Mr. Brown. I am talking about under this bill, if passed. My 
tract of land is 200 acres, and I need some money. I want to preserve 
the timber. Am I eligible under this bill, if passed, to secure that 
loan, on the one-fourth of my land which: is timber ? 
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Mr. Dana. Yes, sir; I would say that would be possible. 

Mr. Brown. I am interested in helping the little fellows in my 
section of the country. Most of them have timber tracts on their 
farms. 

Mr. Dana. I thought at first that you meant whether you could 
secure a loan under the current regulation of the Comptroller of the 
Currency. You could not, but my understanding is that under this 
amendment, if passed, you would be able to do so. 

Mr. Brown. I understand that under present law the loan has to 
be made on improved land. But in such a case there would be no 
improved land, and therefore, the farmer would not be eligible for 
a loan. 

Mr. Tatir. Mr. Chairman. 

The Cuairman. Dr. Talle. 

Mr. Tauue. Mr. Dana, I should like to ask you a question I asked 
a preceding witness. Could the result of this bill, if enacted, be to 
speed up the cutting rate and leave the planting rate further behind 
than it is now, so as to widen the gap? 

Mr. Dana. No: I wouldn't say so. I believe that it will go toward 
stabilization of the operation of forest tracts. I am informed that 
at the present time the cutting rate of matured timber is in excess of 
the regrowth, but that the natural and artificial reproduction of the 
smaller growth is pretty evenly balanced with the cutting rate. 

Mr. It would depend—— 

Mr. Dana. As a matter of fact, if I may just add a point, loans 
made possible under this amendment would frequently make it un- 
necessary to cut timber prematurely, because they would enable the 
owner to tide over, or they would enable him to conduct what we call 
a thinning-out practice, which would be to take out the trees that are 
suitable for removal at this time, and leave the others for increased 
erowth. It would make a more orderly forest practice, and that is 
the reason why I made the statement a moment ago that I think we 
are making a contribution, through this legislation, to the assured 
production of forest products to meet the demands of consumers 
throughout the Nation. 

Mr. Tause. If the loan is granted to an owner, then I can clearly 
understand that he would look forward to harvest time in future years, 
and he might husband his resources better if he got the loan. I 
would depend upon who gets the loan. If somebody goes in there 
with the idea of just cutting and taking away, and doing nothing to 
restore, it might work the other way. 

Now I have very great respect for the United States Forest Service. 
I think that Service is one service for which we appropriate money 
with justification, and for good reasons. They have done a lot to 
improve the Forest Service. But I would like to be convinced that 
the effect of the bill, if enacted, would not be to speed up the cutting 
rate, and then leaving the planting rate further behind. We should 
protect and improve our forests. 

Mr. Dana. If you could accept my assurance, we are convinced 
that it would not speed up the cutting rate unwisely or prematurely. 

Mr. Tatir. I am glad to have that assurance. 

Mr. Mumma. Will the gentleman yield? 

Mr. I yield. 
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Mr. Mumma. Dr. Talle, I think that you will find that the average 
growth per acre on managed forests, the objective the Forest Service 
would lke to reach, is about a thousand board feet per acre per 
annum. 

Now when you go in and cut some of this timber out—I don’t 
want to be foolish in my statement, but I believe it might run up 
to a hundred thousand board feet per acre. The average may be 
40,000. But_your rate of growth in no way approaches your rate 
of cutting. Your capital has been there four or five hundred years, 
probably, maybe longer. Do you get the point? 

Mr. Taiz. Yes, I do. I will say that the United States Forest 
Service, operating through the help of Iowa State College, is doing 
a very fine job in my State in teaching farmers how to manage their 
woodlots. ‘The best forest practices are promoted, and as I say, I 
have very great respect for the United States Forest Service. 

Mr. O'Hara. Will the gentleman yield? 

Mr. I yield. 

Mr. O'Hara. Wouldn't the 3-year limitation, Dr. Talle, tend to 
speed up the cutting rate, whereas what they are suggesting, a longer 
period, would have the opposite effect 

Mr. 'Tatir. That, Mr. O'Hara, is precisely the thing that is troubling 
my mind now, and I am trving to resolve the point. Thank you. I 
have finished, Mr. Chairman. 

Mr. Berrs. Was there any opposition to the bill in the Senate 
committee ¢ 

Mr. Dana. No, sir; we had a very friendly experience with the 
Senate committee. 

Mr. Berrs. And you have offered some resolutions here of organi- 
zations in favor of the bill. Do you know of any organized opposition ? 

Mr. Dana. I know of none. May I add, with reference to Mr. 
O’Hara’s question, which was not addressed to me, but in which J 
am very much interested, a liquidation loan might have the effect 
of speeding up the timber cutting. ‘The recommendation made by 
the Comptroller of the Currency, for a loan limited to 3 years, might 
have that effect. 

We regard it as valuable, for that specific purpose, where that 
purpose legitimately can be served. But we do not consider it fitted 
to the needs of improved forest practices, nor do we believe that it 
contains a promise for perpetual production of forests and forest 
products for the needs of the Nation. 

Mr. O'Hara. That is what has been in my mind. And I might 
observe that while I have been on this committee, I have never listened 
to a better presentment of an argument than you have given and I 
think that it is a tribute not only to you but to the State from which 
you come. 

Mr. Dana. Thank you, sir. 

Mr. O'Hara. It has been in my mind. I come from Chicago. We 
have an interest in this, as it has repercussions upon our housing, our 
newspapers, and all the other uses we make of timber. 

Now certainly we are interested in reforestation, so that in the 
years to come we will have the timber supply, and from your position, 
this extension of a line of credit for possibly 5 or 10 years, so that 
sufficient financing can be given to the reforesting program, is what 
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we are interested in in the area that I come from and I am glad you 
have made this presentation. 

Mr. Dana. And we believe that it has become not only an oppor- 
tunity of forest owners, and for banks, in giving credit, but has become 
a compulsion of public duty, to provide the forest practices that will 
reproduce the forests for all time to come. 

Mr. Mr. Chairman. 

The CuairmMan. Are you through, Mr. O’Hara? 

Mr. O’Hara. Yes, sir. 

The Cyarrman. Mr. Merrill. 

Mr. Merriiy, Sir, you used the expression “properly managed and 
protected from fire and pests.” 

Mr. Dana. Yes, sir. 

Mr. Merrity. I note the language we have in the bill is “properly 
managed in all respects.” 

I had assumed that that would include protection from fire and 
pests, but do you think, since you used the expression, “properly man- 
aged and protected from fire,” that the language in the bill should 
also be “properly managed in all respects and protected from fire”? 

Mr. Dana. Well, this is wholly a personal view, Mr. Merrill, but 
I would prefer the language “properly managed and protected from 
fire and pests.” 

Mr. Merritt. Because it may be that this language is not broad 
enough to include that ? 

Mr. Dana. It is a little difficult of definition. 

Mr. Merritt. Thank you. 

I don’t want to take the time of the committee to go into that prob- 
lem, but I just wondered if you had any written material dealing 
with the possibilities of private loans to finance this growth program ¢ 
If you do, I would certainly like to have a copy of it that I might read 
when I am not taking up the committee’s time, because I do think 
that is a most interesting thing and I would like to explore it in my 
own mind. 

Mr. Dana. Mr. Merrill, I will be happy to accept the responsibility 
to provide additional written material. 

Mr. Merritt. Thank you. 

Mr. Mumma. Mr. Chairman. 

The Cuairman. Mr. Mumma. 

Mr. Mumma. Mr. Dana, it strikes me that out in that country there 
is some provision made for reforestation, when timber is taken off, 
through taxes or somehow. I don’t know how it works, but I believe 
that prevails. 

Mr. Dana. There is a greatly increased practice of reforestation, 
both by natural growth and by artificial planting on the part of pri- 
vate owners. 

1 am very sure that I wouldn’t be here this morning testifying as a 
representative of the banking fraternity in support of this legislation 
if that were not the fact. 

Mr. Mumma. My point is, do you know of any actual tax credit or 
some method like that so that when a man cuts timber, he gets certain 
credits on taxes, if he reforests, whether naturally or by seeding? 

Mr. Dana. I do not have knowledge of that. We have a severance 
law which imposes a tax at the time of cutting. 
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Mr. Moir, a professional forester, is coming on in a moment and 1 
am sure he will have more intimate information. 

The Cuairman. Are there further questions of Mr. Dana? If not, 
thank you very much, Mr. Dana. We are glad to have your testimony. 

Our next witness is Mr. Stuart Moir, representing the Western For- 
estry and Conservation Association. 

Mr. Moir, we are very glad to have you proceed as you wish. I 
am sorry we have kept you waiting so long. 


STATEMENT OF STUART MOIR, FOREST COUNSEL, WESTERN 
FORESTRY AND CONSERVATION ASSOCIATION 


Mr. Morr. Mr. Chairman, we certainly appreciate the opportunity 
ot present ing our case in behalf of Congressman Ellsworth’s measure. 

I happen to be forest counse! for the Western Forestry and Conser 
vation Association, which is a 44-year-old organization, and during its 
lifetime we have been active in developing and supporting and guid- 
ing constructive forestry programs in the West, and by the West, I 
mean west of the Mississippi River. 

Our membership includes representatives of all segments of the 
forest industry: lumber, pulp, paper, plywood, forest-land owners, 
tree growers, large and small. 

In approaching this whole subject we have tried to approach it 
from a national rather than a purely regional viewpoint, and I have 
here telegrams which I would like to see, with your permission, put 
into the record, one from Mr. Malsberger, forester for the Southern 
Pulpwood Conservation Association : 

The Southern Pulpwood Conservation Association supports and urges the 
favorable consideration by your committee of the forest credit bill, which will 
assist small woodland owners to use wise forest cutting practices rather than 
liquidate investment in times of financial stress. Our association supported 
by pulp and paper companies producing about 85 percent of total southern pulp 
wood production. 

I have another wire here from Walter Johnson, who is the past 
president of the Western Pine Association, and a prominent operator 
of forest industries in California. 

Mr. Johnson wires that he urges favorable consideration by the 
committee of the Senate bill and the House bill, which would re- 
move limitations now imposed by the interpretation of section 24 of 
Federal Reserve Act and enable national banks to accept forest tracts, 
managed for growing of tree crops, as collateral for loan purposes. 

This matter was discussed at some length with our forest credit 
committee of my association at Eureka, Calif... and the Redwood Re- 
gion Logging Conference, which was composed of operators and land- 
owners in the redwood region of California. 

They state: 

Whereas loans to forest owners in many cases will encourage the management 
of forest lands on a continuous basis, the Redwood Region Conference recom- 
mends that lending agencies give serious Consideration to recognizing forest 
properties, managed and protected, for the continuous crops, as aceeptable for 
collateral for loans. 

We have here a resolution from the executive committee of the Asso- 
ciation of State Foresters—that is, the State foresters throughout 
the United States—which goes on record recommending legislation, 
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both Federal and State, which will make credit available, so that 
private timberlands may be held, managed, and improved for con- 
tinuous maximum production, 

The subject of forest credits has been discussed and resolved on a 
good many times, but let me point out an age-old saying, that if we 
take care of the forests, the forests will take care of us. 

I might say that that is really the motto for the forest industries, 
which are dependent upon the forest crop, and of tree growers through- 
out the United States. 

The growing of trees and woodlands, as symbolized by the tree farm, 

is firsthand evidence that timber can and is being grown as a profitable 
crop. 
We all recognize that the sustained economic development of the 
Nation depends not only on the sound use of our natural resources 
today, but also upon the measures taken to provide for adequate re- 
source supplies, and foremost among these requirements is trees for 
the future. 

All forest landowners and tree growers, whether they rank as little 
or big tree growers, should be encouraged to make their maximum 
contribution toward meeting the future demands for our forest re- 
sources, and growing tree crops in ample supplies essential to our 
well-being and prosperity of the Nation. We want to develop the 
forests into 1 managed asset. 

Now the Comptroller’s ruling is adverse to this proposition as it 
now stands. Today. with the impetus behind the tree-growing pro- 
gram, is an opportune time for banks to give their support to forestry. 
The problem is to meet the credit needs of landowners, engaged in 
the enterprise of growing trees as a crop, and of assisting the flow 
of capital investment into forestry, in accordance with wise banking 
practices. 

As I see it, this bill, by Federal action, would remove the road- 
blocks, and make it possible for national banks to provide the credit 
to meet the requirements of an expanding tree-growing program. My 
friend, Edgar Hearst, of Concord, N. H., says now is the time to con- 
sider how our institutions of credit may be geared to the requirements 
of forestry. In short, bring the banking law up to date for the prog- 
ress of forestry. 

For after all, the forest crop is no different from any other crop, 
except that it takes a little longer to grow, but if a forest is being 
handled under good principles, it certainly is an income property 
under present economic conditions, and it isn’t likely that timber 
values will drop during the next 50 years. It seems as though the 
tendency will be for them to continue to go up for some time to come. 

In all the forest-growing regions of the Nation, there is enough 
growth so that lands under management can be developed to good 
income properties. 

I just wanted to point out the importance of the small landowner- 
ship in the whole economic picture as related to forestry in the United 
States. We often think of forest tracts as being in large, centralized 
ownership. But in the national picture, 99 percent of the owners of 
forest tracts are in the little forest class and the average ownership, 
ny a gee is 82 acres, for all ownership of private commercial for- 
est land. 
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In the so-called small-ownership category, that is, ownership under 
5,000 acres, the average acreage owned is 62 acres, and that accounts 
for 76 percent of all our privately owned commercial forest land, and 
57 percent of all commercial forest lands in the United States. 

These forest tracts, the so-called little forests, comprise a very im- 
portant segment of the forest economy of the Nation. 

To this group of little forest owners we must look for a large meas- 
ure of our national wood supply. These properties, true, are gen- 
erally most accessible, and the crop the most easily harvested, and 
they possess a high potential productive capacity. The little forest 
owner, and the small investor in forest land, are the keymen in sup- 
plying trees for tomorrow. 

But tree growing, like any other business, needs financing, and the 
individual who has put his forest resources and effort into a tree- 
growing enterprise may need bank credit from time to time. As a 
consequence of the limitatiots imposed by existing interpretations of 
section 24 of the Federal Reserve Act, the expansion of forest proper- 
ties in many cases has been drastically curtailed, and their manage- 
ment and improvement restricted. 

Channels of private credit, to enable the landowner to do the 
necessary things to his forest, should be opened up. Since the forests 
are an economic asset, national banks should be permitted to accept 
managed and protected forest tracts for loan purposes. There is a 
demand for credit adapted to the needs of forest management. 

There have been since 1933 several proposals made to correct the 
situation. You might refer toa Special Committee of the Farm Credit 
Administration in 1946 which made the following statement: 

At the present time the credit facilities available for constructive forestry are 
even more inadequate than were those available for farming when the Federal 
land banks were established in 1916. 

Today in 1953 the same is true, and there has been no development 
of credit comparable to farm credit, without Government assistance, 

Coming back up to more recent proposals, in 1952 the Materials 
Policy Commission recommended that a national system of forest 
credit be established, and this recommendation was concurred in by 
the National Securities Resources Board last December. 

The bill we are considering today is of far-reaching national impor- 
tance. and the broad interest in the productive use of our forest land 
and the character of our forest problem justifies that the way be 
cleared by Federal action to make it possible for national banks to 
provide the credit facilities to meet the requirements of the tree 
grower. 

One banker has this to say: 

Legislation will have great collateral value. The very fact that national banks 
are permitted to accept mortgages on standing timber, within their proper sphere, 
for short loans will encourage savings banks, insurance companies, and other 
long-term lenders to do the same for long-term loans, 

Landowners, financial institutions, forest industries, and forest 
agencies, private and public, many of which are represented here today, 
all recognize the value of the contribution which this legislation will 
make to the progress of forestry in the United States. The time i 
ripe. and the economic conditions are favorable for its successfu 
operation. 
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We point out that this bill is purely permissive legislation. It 
proposes no new bureaus of Government, nor does it call for an appro- 
priation of money. Credit facilities will be maintained with an 
established banking institution. The bill will help the landowner 
to operate in an effective way, contribute to the orderly harvesting of 
the crop, safeguard the forest capital, and assure the sustained growth 
of the forests. 

In the light of these facts, we respectfully urge the committee and 
the Congress to give very serious consideration to Congressman Ells- 
worth’s bill to amend section 24 of the Federal Reserve Act so that 
managed forest tracts can be used as collateral for loan purposes. 

Thank you, gentlemen. 

Mr. Tate (presiding). A very fine statement, Mr. Moir. 

Are there any questions ? 

Mr. Merrit. Mr. Chairman. 

Mr. Mr. Merrill. 

Mr. Merritz. On this wording, “properly managed and protected,” 
what is your attitude? 

Mr. Morr. Well we have had a committee on forest credits which 
has been working on this matter for at least 2 years. 

We have explored the whole project, and recognizing its importance, 
the wording we suggested at one time was “forest tracts, managed 
and protected for the production of forest crops,” and so forth. In 
other words, we imply there that we have a continuing, sustained, 
repeated proposal to grow crops and trees, and that forest tracts will 
be managed and protected to that end. 

Mr. Merritt. Do you think the words “properly managed in all 
respects” would include fire protection and protection from pests ? 

Mr. Morr. Well in all respects; yes, sir. Anybody reviewing the 
properties would consider that included in the term, “all respects,” 
would be management, and protection from fire and insects and 
disease. 

Mr. Meret. You think, then, that under the language we have 
now, a loan couldn’t be made on an area that is not protected against 
fire, when it says those words ?¢ 

Mr. Morr. That would be in the judgment of the bank, but I would 
say “No.” 

Mr. Merrity. I thought perhaps you, as a lawyer, might have a 
better understanding of that language. 

Mr. Morr. I am not a lawyer, I am a forester. 

Mr. Merritt, Excuse me. I thought you said counselor. I am 
sorry. 

Mr. Mumma. Will you yield? 

Mr. Yes. 

Mr. Mumma. Is it not true, Mr. Moir, that all land in Oregon is 
assessed so much an acre for fire protection and the State and National 
Government combine to protect the land ? 

Mr. Morr. All of the forest land, public and private, in Oregon is 
under forest protection. We have our private protection associations 
in Oregon, which take care of the private lands, and the private owners 
are assessed, the landowners are assessed for the protection service, 
and the fire-control service on those acres. The assessment this vear 
will probably average around 16 cents an acre. 
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Mr. Mumma. There is also a cooperative effort for spraying for 
insect control where possible, is there not ¢ 

Mr. Morr. Yes, sir; in Oregon we have an enabling act which per- 
mits the State of Oregon to cooperate under the so-called Cooperative 
Forest Pest Control Act, so that the private owners, and the State, 
combined wih the Federal Government, may protect those lands from 
insect infestations, or patrol of infestations. 

Mr. MumMa. A management in all respects includes anything like 
spraying a crop of tomatoes, or doing something to an orchard, to the 
roads, everything to protect and facilitate the crop, which is trees in 
this instance; isn’t that correct 4 

Mr. Morr. Managing to grow a tree crop; yes, sir. 

Mr. Merrit. You don’t think loans should be made on tracts that 
are not protected against fire and pests, do you? Or what is your 
opinion on that? 

Mr. Morr. No; I would say not. It would be in the interest of the 
bank to protect its loan. That would be fundamentally necessary. 

Mr. Merritt. But you think this language is adequate as it is now 
in the bill, “properly managed in all respects”? You think that 
would be adequate ? 

Mr. Morr. I think it will, if all respects is all inclusive of protection 
and management for the growing of tree crops. If that is the inter- 
pretation of it, I would say that was all right. 

Mr. Merrity. That is what I was worrying about, the interpretation 
of it. 

The Cuamman. Are there further questions? If not, thank you 
very much, Mr. Moir. 

I believe that will close the public hearings on the bill. 

Mr. Ellsworth, have you anything further ? 

Mr. Exisworrn. We have Mr. Horning here from the Department 
of the Interior. If the committee would like to hear a brief state- 
ment from him, I believe it would contribute something to the hearings. 

The Cuatrrman. We have had Mr. Fitzpatrick sitting here for an 
hour and a half so we will go back to H. R. 6130 for a short time, 
and then we will proceed with him. 

How long will it take you, Mr. Fitzpatrick? 

Mr. Frrezparrick. Not more than 2 or 3 minutes. 

The Cuatmman. We will recess the hearings on 5603 temporarily 
and return to the consideration of H. R. 6150. 

(Whereupon, after consideration of H. R. 6150, the committee 
resumed hearings on H. R. 5603.) 

The Cuarrman. We will resume hearings on H. R. 5603. 

Mr. Horning, would you like to make a statement on H. R. 5603? 


STATEMENT OF WALTER H. HORNING, CHIEF, FORESTRY DIVI- 
SION, BUREAU OF LAND MANAGEMENT, DEPARTMENT OF THE 
INTERIOR 


Mr. Horninea. Mr. Chairman and members of the committee, my 
name is Walter H. Horning, Chief of the Forestry Division of the 
Bureau of Land Management, Department of the Interior. 
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I might say that our Department has filed a brief report expressing 
no objection to the legislation, commenting briefly on the need of 
amending the Federal Reserve Act as proposed. 

I wish merely to comment briefly on that rather neutral position. 
The reason for it being that the legislation as proposed would not be 
as helpful as would be desired in connection with the forest- 
management program which we have underway in certain parts of 
this country, especially in western Oregon. There, we have some of 
the finest forest-producing land in the United States. It lies in an 
intermingled arrangement with privately owned forest lands. 

Congress, in that connection, laid down a program of sustained 
forest management for those lands quite a few years ago. Under that 
plan, we are authorized to enter into cooperative management plans 
with the intermingled private owners, plans providing for such mat- 
ters as time, rate and method of cutting, and protection from fire and 
other agencies, all of which are fundamental features of a sustained- 
yield management program related to forests. 

One of our chief difficulties in getting that program functioning 
well has been this matter of long-term financing needed by the owners 
of private industry, which this program is supposed to stabilize. 

In order to stabilize their industries, and the employment of large 
numbers of people, it is necessary that they have access to long-term 
supplies of timber. The Government timber is there, and necessarily 
is managed on this sustained-yield plan. The intermingled private 
plans should be under the same sort of plan. The difficulty has been, 
however, that the owners of the industry find it a very difficult finan- 
cial problem to acquire and hold the large acreages and large volumes 
of timber, including all ages of timber, from the youngest to the 
oldest, so that there may be a continuous and fairly uniform annual 
rate of cutting on a perpetual basis. 

To give some idea of the requirements in that respect, in this Douglas- 
fir region, to which I refer, to sustain an annual cut of 1 million board- 
feet, taking that as a unit, requires somewhere between 2,000 and 3,000 
acres of productive forest land, with balanced age classes from the 
youngest to the oldest. 

Well, an average-sized mill there, just a moderate-sized mill, will be 
cutting from 20 to 30 million board-feet per year. If you multiply 
2 or 3 thousand acres by the 20 to 30 million, you can readily see that 
it runs into a matter of 40,000 to 60,000 acres of well-managed forest 
land to support an industry of that size, and that is not large. 

There are many that are considerably larger than that. 

For that reason, it is a financial problem. We feel that there is need 
for long-term financing, considerably longer than is provided for in the 
bill before this committee. The bill as proposed, therefore, in our opin- 
ion, should be regarded as a very desirable first step. It can and will 
be, if enacted, very helpful in a number of respects, most of which 
already have been touched upon by preceding witnesses. 

A typical, more or less typical, case in which this sort of thing can 
be very helpful is the case where the head of a company dies. That 
sort of thing happens from time to time. In several instances we had 
management plans well under way when that sort of thing happened. 
It became immediately necessary for the estate to raise quite large sums 
of money for the payment of inheritance taxes. The only way they 
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had of raising the money was to sell considerable blocks of the timber. 
which they already had acquired for management. thereby disrupting 
the management plan and setting the whole thing back, and making it 
necessary to work out a substitute measure of some sort, and one that 
is quite difficult. 

I don’t desire to run on into a long statement, but merely to empha- 
size, again, the need of long-term financing of some sort. Probably 
the national-banking system is not the ideal instrument for that pur 
pose. Something comparable to farm-eredit banking facilities prob- 
ably is the sort of thing needed in this connection. 

The Cuamrman. Thank you, Mr. Horning. Are there questions of 
Mr. Horning? 

Mr. Mumma. Mr. Chairman. 

The Cuarrman. Mr. Mumma. 

Mr. Mumma. Aren't there certain advantages in the sustained-yield 
program, and he would lose his benefit, of course, if he chose to cut his 
timber at accelerated rate? What protection has the Government 
against this man who wants the money and wants to eut his timber 4 

Mr. Horninc. The way in which our operating plan has developed 
is about in this fashion. We negotiate and enter into long-term agree 
ments with respect to the development of a road system to reach all 
arts of a watershed area, in which the Government and private lands 
fie intermingled. The cost of development of that road system is writ- 
ten off against both the private and the public timber, in proportion 
to the amount each that is served by this road system. 

In connection with that, we have a development plan whereby the 
Government timber in that watershed is offered for sale regularly in 
fixed amounts, year after year. Now, there is no positive commitinent 
on the part of the cooperator that he must cut his timber at any pre- 
scribed rate. If he desires to operate on a sustained-yield basis, this 
plan greatly facilitates his doing so. He has many things to gain from 
it, and the public even more than he. 

The fact that the Government timber is operated on that plan 
facilitates doing the same sort of thing on the intermingled private 
plans. In fact, it brings considerable pressure, you might say, toward 
that end, because the development of a road system is designed to fit 
this operating plan on the Government lands, while serving the needs 
of the ownership on the private lands. 

Mr. Mumma. He still has another thing, in that there are only a 
limited number of concerns that can bid on that land. The timber 
has to go into a certain locality to maintain employment there over a 
period of years. He would lose that benefit, I guess, wouldn’t he, if 
he didn’t cooperate? 

Mr. Hornina. Yes; he has things to lose by violating the terms of 
the agreement. I might go on further to say that Government timber 
is offered for sale by competitive bidding. The cooperator is not sure 
of getting that Government timber. He has to meet competition when 
he buys it. 

However, the bidders who are eligible to bid must have manufac- 
turing facilities within a prescribed local marketing area, that plan 
being designed to protect the local industries and their dependent com- 
munities, as specified in the act of Congress under which this plan is 
carried out. 

Mr. Mumma. Thank you. 
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The Cuatrman. Thank you, Mr. Horning, for your statement. 

Mr. Exvuswortn. Mr. Chairman, may I make a concluding state- 
ment¢ Assuming that you had no further testimony in mind, I 
wanted to conclude by saying that this bill, I think, has been clearly 
explained. It merely amends section 24 of the Federal Reserve Act 
to allow the bank loans on forest lands, whereas that privilege has 
been denied by a ruling of the Comptroller declaring forest lands as 
not to be improved lands. 

You have heard representatives from the Department of Agricul- 
ture, Forest Service, from the Department of Interior, from the 
Comptroller’s Office, you have heard the banking industry, a repre- 
sentative of civic groups, and you have heard representatives of the 
lumber industry and timber conservation people. 

We know of no opposition to the bill of any kind; I have never 
heard the slightest opposition expressed to it in the contacts that I 
have had, as the author of the bill in the House, and therefore, I hope, 
Mr. Chairman, that your committee may decide to report the bill fa- 
vorably, and since it is only permissivle legislation, does not involve 
United States Government money of any kind, and no cost to the 
administration, and since it is in itself a very small and simple mat- 
ter, I have a feeling that it would pass on the Consent Calendar, and 
I hope for favorable action. Thank you. 

The Cuarrmman. The American Bankers Association have requested 
permission to file a statement. Without objection, they may be per- 
mitted to file a statement, and if there are no further requests for 
presentation of evidence, the public hearings on H. R. 5603 will be 
concluded. 

Mr. Ellsworth, we are very grateful for your presentation, and we 
will give it sympathetic consideration. 

Mr. Eviswortm. Thank you very much, Mr. Chairman. I know 
you called this meeting on very short notice, and I am most grateful 
that vou were able to take care of our western witnesses. 

The Cramman. Very good. We will stand in recess and meet to- 
morrow morning at 10 o'clock in executive session on the two bills we 
had this morning. 

(The following statement and letter were submitted to the commit- 
tee for inclusion in the record :) 


STATEMENT OF Hon. Sam Coon, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF OREGON 


Lumbering is one of the important industries of the district I represent in 
Oregon. In any industry credit is important to efficient and successful opera- 
tion. In the past it has not always been possible for many timber owners to 
obtain the credit they needed. This has been especially true of small operators. 

Now, with truck logging that gives access to timber that formerly could not 
be reached, with improved fire- and insect-control practices, and with the price 
of timber high and the demand strong, tiniber has value that is substantial and 
stable enough to justify its being used as security for bank loans. Therefore 
I urge that the committee report favorably on H. R. 56038, which would permit 
national banks to make loans on forest tracts. 

The fact that timber is now acceptable as security to financial organizations 
is demonstrated by the fact that life-insurance companies have lately been mak- 
ing loans on timberlands. 

Not only would a new source of credit make it easier for timber owners to 
operate, but it would encourage good forest-management practices, by making 
some premature cutting unnecessary, and by financing improvements. With our 
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supply of good timber steadily being cut, it is important for the good of the 
country that we conserve to the greatest extent possible the present and future 
timber resources. 

I think it is important, in making loans on timber, to keep in mind that 
people who make deposits in banks must be protected. I feel sure that the 
committee will set a maximum loan value on timberlands that will provide this 
protection. 

I recognize that this bill does not entirely meet the needs for credit of timber 
operators. There is still a need for longer-term credit in order to make possible 
more tree farming and other long-range practices. I urge that study be 
tinued in order to find a solution to the problem of long-term credit 

To conclude, for the sake of timber operators, especially small ones, and for 
the sake of the interest of all the people in sound forestry practices, I urge that 
H. R. 5603 be reported favorably by this committee. 


con- 


STATE OF OREGON, 
EXECUTIVE DEPARTMENT, 
Salem, July 16, 1953 
Hon. Guy Corpon, 
United States Senate, 
Washington, D.C. 


DEAR Guy: I have been asked, and I hereby comply with the request, to add my 
support and endorsement to your Senate bill 2069 and House bill 5603, whieh, 
if passed, would permit national banks to make loans on standing timber. 

The most important single segment of this State’s economy is the forest products 
industry. Experience shows that logs, as well as dimension lumber, plywood, 
shingles, and other products of trees are merchandise and are recognized collateral 
with a liquidating value. Standing timber is the source of all these items and 
the present standing-timber loan is not considered as acceptable bank collateral 
In other words, we are in a position where the log can be financed, but the tree 
cannot. 

Since 1958, the State of Oregon has been the principal supplier of softwood to 
the Nation. It has the last great stand of timber in the country. It employs 
about 90,000 out of a total of 160,000 industrial employees. The overall limi- 
tation of timber loans, not exceeding 50 percent of capital stock and surplus of 
the bank, might well be included as one of the safeguarding elements. 

I believe that the proposed amendment would make it possible to make these 
loans and help to stabilize the forest-products industry, and this law, if passed, 
would give elbow room in which to operate more intelligently and with greater 
safety than has been done in the past. 

The Oregon Bankers Association, the superintendent of banks for the State of 
Oregon, the First National Bank of Portland, the Bank of California, Portland, 
the First National Bank of Eugene, and bankers in other States have indicated 
their support of this measure, and I am now adding my endorsement. 

With kindest personal regards, I am 

Sincerely yours, 
(Signed) Paur L. Parterson, 
Governor. 


(Whereupon, at 12:15 p. m., the committee adjourned to meet in 
executive session at 10 a. m. the following day, Thursday, July 23, 
1953.) 
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PREFERENCE TO BUY TO FORMER OWNERS OF 
LANHAM HOUSING 


WEDNESDAY, JULY 22, 1953 


House or Representatives, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m., Hon. Jesse P. Wolcott (chairman) 
presiding. 

Present: Messrs. Wolcott (presiding), Talle, Kilburn, Widnall, 
Betts, Mumma, Merrill, Hiestand, Stringfellow, Spence, Brown, Pat- 
man, Deane, Dollinger, Bolling, and O'Hara. 

Phe Cuairman. The committee will come to order. 

We will proceed with the hearings on a bill introduced by Mrs. 
St. George, H. R. 6130. 

(The bill referred to is as follows :) 

[H. R. 6120, S34 Cong., 1st sess.] 
A BILL To permit a first preference for former owners of certain dwellings being sold 
under Lanham War Housing Act 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 607 (b) of the Act entitled “An 
Act to expedite the provision of housing in connection with national defense, 
and for other purposes,” approved October 14, 1940, as amended, is amended by 
inserting after the first sentence of the last paragraph of that subsection the 
following sentence: “In the disposition of any dwellings under this section which 
were acquired by the United States from persons occupying the dwellings at the 
time of such acquisition, the Administrator may, nothwithstanding the order of 
preference provided in this section, grant a first preference to such persons in 
the purchase of any of these dwellings for such period and under such condi- 
tions as he may determine to be appropriate and in the publie interest.” 

The CHairman. We have with us this morning our colleague, Mrs. 
St. George. Mrs. St. George, we are very happy to have you here this 
morning. You may proceed as you wish. 


STATEMENT OF THE HONORABLE KATHARINE ST. GEORGE, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF NEW 
YORK 


Mrs. Sr. Grorce. Thank you, Mr. Chairman. 

Mr. Chairman, this little bill, H. R. 6130, is to permit a first pref- 
erence for former owners of certain dwellings being sold under the 
Lanham War Housing Act, and this matter was brought to my atten- 
tion, in my own district, where there is a large tract which was taken 
over as war property under that act, and quite a few of the inhabitants 
who had been there for years—in some cases for more than one gener- 
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ation—were clispossessed, and while they, of course, understood the 
nature of that and were perfectly willing to let their houses go for 
the price the Government paid, which I am sure was a fair price, they 
now feel, as the place is being given up and sold, and is no longer being 
used in that way, that they would like to have the first choice of buy- 
ing back their property. They are perfectly willing to buy it back, 
and that is the only thing that this act would purport to do, to give 
them a preference. 

In some instances, they will not be able to do it, because the Govern- 
ment may need their property, or the State—in this particular instance 
there is to be a State throughway that will go near the property and 
of course, in that case, the State will have the prior right. I think 
this same situation must exist—although not to a very great extent— 
in many parts of the country, because a lot of people gave up their 
homes, and we know that they probably were attached to them and 
they probably would be glad and willing to get them back if given 
the preference. 

This will enable them to do that and nothing more. 

The CrairMan. Are there any questions of Mrs. St. George? I 
understand, Mrs. St. George, that they are all temporaries, with the 
exception of about 71, is that correct 4 

Mrs. Sv. Grorce. That is correct, Mr. Chairman. It is a very small 
number in my own district, and I imagine would be a very small num- 
ber anywhere. 

Mr. Brown. I thought they were entitled to first preference. 

Mrs. St. Grorce. I might say I thought so, too. I was quite sur- 
prised when this matter was brought to my attention. I would have 
thought that automatically they would have first choice. 

The Cuairman. Are there any further questions of Mrs. St. George ? 

Mr. Mr. Chairman. 

The Cuarrman. Dr. Talle. 

Mr. Tatir. This committee is accustomed to having handsome gen- 
tlemen come before it every day and I am glad to see the charming 
lady from New York this morning. You area very effective advocate 
of the bill. 

Mrs. St Grorce. Thank you, gentlemen. It has been very pleasant 
for me to testify before this very august and very fine committee of the 
Congress. 

The Carman. All right, Mrs. St. George. We thank you. 

Mr. Fitzpatrick, you may proceed as you wish. 


STATEMENT OF BERCHMANS T. FITZPATRICK, GENERAL 
COUNSEL, HOUSING AND HOME FINANCE AGENCY 


Mr. Frrzparrick. Mr. Chairman, this bill relates primarily to 71 
permanent units located in Camp Shanks Village. The bill, as pres- 
ently drafted, would simply permit the Administrator to give to per- 
sons who occupied those permanent dwellings and owned ‘them prior 
to the acquisition, a preference in the repurchase of those dwellings. 

The land for the Camp Shanks project was acquired in 1942-43 by 
the War Department. Subsequently, it was transferred to the Hous- 
ing Agency for a housing project, and now consists of some 1,500 
dwelling units; 71 of those, as I indicated, are permanent dwellings 
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which were located on the site when it was acquired by the War 
Department. The balance are temporary dwellings, produced by the 
conversion of barracks. 

Those temporary dwellings are scheduled for disposition. 

There was a predecessor bill, relating to this same problem, which 
would have required a mandatory preference in all cases, and the 
Administrator had filed with your committee an adverse report on 
that bill. 

Subsequently Mrs. St. George brought two factors to our con- 
sideration which led us to suggest changes in the bill and to say that 
we had no objection to it, with those changes. 

Those two factors were these: First, we did not anticipate that 
after 10 years there were former owners around who would want to 
exercise a preference to repurchase their former dwellings. There are 
actually 31 of them who do wish to exercise such a preference, accord 
ing to the information we received from Mrs. St. George, and some of 
them are now living in the temporary housing scheduled to be removed. 

Secondly, it was brought to our attention, and a search of our files 
did disclose, that in 1946, when the property was turned over to us, the 
area supervisor in New York did, by letter, indicate to some of the 
former owners that a preference in repurchase of their property would 
be granted to them. 

There were two other problems which concerned us, both of which 
are overcome completely by the pending bill. One is that 13 of thes 
71 permanent units are located in an area which is reserved for a right- 
of-way to the New York Palisades Interstate Highway Commission. 
This bill would permit us to exclude those from the preference and to 
sell them to the State of New York. 

Also, in obtaining a clearance from the Department of Defense 
to dispose of this property, they required that we not immediately 
evict military personnel livings within the village. In these 71 per- 
manent units, there are officer personnel from the First Army Com- 
mand, and we understand that it will be satisfactory to the military 
if they are given until June 30 of next year to vacate. 

Early this week 

The Cuarrman. You can handle that under—— 

Mr. Frrzparrick. Since this is discretionary, Mr. Chairman, as to 
the period of time, and so forth, that can be handled under the 
as presented. 

The Cuatrman. Under the language that you shall dispose of these 
under such terms and conditions as would be appropriate in the 
public interest ? 

Mr. Firzpeatrrick. That is right, sir. 

The Cuairman. All right. 

Mr. Firzparrick. We had, I think, earlier sent up to you our favor- 
able report on this bill without a prior clearance of the Bureau of 
the Budget. We did receive this week an indication from the Bureau 
that our report was without objection, and the Administrator would, 
therefore, recommend this bill to you for your favorable consideration. 

The Cuarrman. Has that communication come to us? 

Mr. Frrzparrick. It has not come up yet. It will come up today 
or tomorrow, Mr. Chairman. 
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The Cuamman. As I understand it, you have no objection to the 
passage of the bill? 

Mr. Firzearrick. None whatsoever. 

The Cuairman. In the form in which it is now? 

Mr. Frrzparrick. That is right. 

The Cuairman. Are there questions? 

Mr. Mr. Chairman. 

The Cuatrman. Dr. Talle. 

Mr. Tair. We have a precedent for doing just this sort of thing, 
have we not, Mr. Fitzpatrick? 

Mr. Frrzparrick. You had in the Surplus Property Disposition 
Act. Those preferences were never extended, in the case of the Lan- 
ham Act, primarily for this reason: We have not been able to find 
any other projects where we have acquired permanent dwellings. 
The Lanham Act was used largely simply to acquire raw land and 
then to build new permanent or temporary housing on it. 

Mr. Tate. Thank you; that is all, Mr. Chairman. 

The Cuamman. Are there further questions of Mr. Fitzpatrick? 
If not, thank you very much, Mr. Fitzpatrick. 

That will conclude the hearings on H. R. 6130. 

(Whereupon, at 10:30 a. m., the committee proceeded to further 
business. ) 
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